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Mr. Controller. - 
Is Insurance Your Responsibility? 


“Are there any exposures with inadequate liability protection?” “Are our fidelity limits 
still realistic today?” “Is our property coverage sufficient to avoid coinsurance penalty?” 
There’s no end to the questions posed by a corporate insurance program, whatever its size. 
If you are responsible for the answers, on top of other duties, you may find insurance 
decisions increasingly difficult and time consuming to make. Why not avail yourself of the 
advice and facilities of J&H? Our international network of offices includes: 

specialists in every kind of insurance to advise on the choice of complete, economical coverage 
safety and fire protection engineers to suggest ways to reduce premiums by removing hazards 


rate analysts to supervise costs at all times ... and experts to help speed claim settlement 
actuaries and qualified consultants to help set up and check employee benefit programs 


For insurance protection geared to the specific needs of your organization, draw upon the 
resources of J&H—since 1845, the most experienced insurance brokerage firm in the 
Western Hemisphere. 


JOHNSON & HIGGINS 


INSURANCE BROKERS—AVERAGE ADJUSTERS 
EMPLOYEE BENEFIT PLAN CONSULTANTS 


63 WALL STREET - NEW YORK 5 
Chicago « San Francisco + Los Angeles + Detroit + Cleveland + Philadelphia + Pittsburgh + Buffalo ° Seattle 
Wilmington - Minneapolis + Atlanta + Vancouver + Winnipeg + Montreal * Toronto * London « Cam pinas 


Rio de Janeiro - $ao Paulo Curitiba Belo Horizonte + Caracas * Maracaibo * Puerto La Cruz + Bueno: Aire: 
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The AS Student 


Particularly in the field of adult edu- 
cation, a school is dependent for its 
good name upon the accomplishments 
of its students. We are proud of the 
continuing success of thousands of IAS 
students both in business and in public 
accounting practice. The chief purpose 
of this message is to acknowledge their 
achievements with respect and ap- 


preciation. 


For one example, more than 3,400 of 
those who passed CPA examinations 
during the ten years 1951-60 had ob- 
tained all or a part of their accounting 
training from IAS. 


IAS students in general are excep- 
tionally well qualified to pursue effec- 
tively a study program designed for 
adult education. They are mature; a 
recent survey showed an age range of 
18 to 59, an average of 31 years. Most 


are married and hold responsible office 
jobs. Many are college graduates; 14.- 
817 college graduates enrolled with 
IAS during the ten years 1951-60. 


The very fact that a man has com- 
pleted a comprehensive home-study 
course indicates ambition, self-reliance, 
willingness to work hard, and self-dis- 
cipline. Sincerity of purpose is clearly 
demonstrated in that each student pays 
his own fee. 


Qualities like these are not common 
today. That IAS men and women stu- 
dents possess them to a marked degree 
helps to explain why so many of our 
former students are found among the 
leading accountants throughout the 
United States and Canada. 


The school’s 24-page Catalogue A is 
available free upon request. Address 
your card or letter to the Secretary, 
TAS. «< 


A CORRESPONDENCE SCHOOL SINCE 1903 
209 WEST JACKSON BOULEVARD « CHICAGO 6G, ILLINOIS 


INTERNATIONAL ACCOUNTANTS SOCIETY, INC. 


IAS 1S AN ACCREDITED SCHOOL, ACCREDITED BY THE ACCREDITING COMMISSION OF THE NATIONAL HOME STUDY COUNCIL 
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THERE IS A FUNDAMENTAL ERROR IN ABSORPTION COSTING 


Editors, THE CONTROLLER: 


It is not difficult to agree with Dr. 
A. W. Patrick when he states in his article 
on “Direct Versus Absorption Costing” 
in the April 1961 issue of THE CON- 
TROLLER that “any accounting method 
should stand or fall on its logic, useful- 
ness, and general acceptance. In order for 
direct costing, in its proper technical 
sense, to be generally accepted as a valid 
accounting procedure, it must be justified 
on the basis of the above criteria. ; 

But it is difficult to agree with the 
added phrase, independent of any 
comparison with absorption costing,” par- 
ticularly when it appears in an article 
which is largely devoted to comparing the 
two costing methods in an effort to de- 
fend absorption costing. 

One might ask Dr. Patrick: How is it 
possible to meet your call for a definition 
of direct costing which clearly distin- 
guishes it from absorption costing without 
comparing the two costing methods? 

Actually, of course, it is not the com- 
parison of direct and absorption costing 
which the defenders of absorption costing 
dislike; it is the criticism of absorption 
costing which results from such compari- 
sons. What they are asking for is peace- 
ful coexistence—one more unresolved 
area of accounting practice. 

But if direct costing is a proper prac- 
tice, then absorption costing is an im- 
proper practice, and vice versa. I can see 
no useful purpose in ignoring this fact. 
I happen to believe that there is a funda- 
mental error in absorption costing and 
that direct costing corrects this error. The 
best way to point this out is to compare 
the two costing methods, which is what 
I intend to do. In so doing I shall restrict 
my comments to the basic difference be- 
tween absorption costing and direct cost- 
ing—the way in which each measures 
periodic income. 


What Direct Costing Is and Is Not. Di- 
rect costing, like absorption costing, is a 
method of measuring income. Under 
both methods costs are matched with 
revenues by time period to determine 


periodic income. Under direct costing the 
matching process is based on the distinc- 
tion between direct or variable cost and 
period or fixed costs. Under absorption 
costing the matching process is based on 
the distinction between manufacturing 
and nonmanufacturing costs. 

It may also be helpful to point out 
what direct costing is not: It is not pri- 
marily a separation of fixed and variable 
costs, although this is basic to direct cost- 
ing, but not to absorption costing. It is 
not a new or different method of develop- 
ing costs for decision-making, but it does 
result in putting historical costs and 
planned costs on the same basis, thus 
facilitating planning and comparison of 
results with plans. It is not an improved 
form of income report, for you could 
conceivably prepare from absorption cost- 
ing figures an income statement which 
would reveal the cost-profit-volume rela- 
tionship if you were willing to append at 
the end of that statement a figure labelled 
“Profit (or Loss) resulting from increase 
(or decrease) in inventory.” It is not a 
method of inventory “valuation,” but a 
method of determining what costs are 
properly deferrable in inventory. And 
finally, it is not a separation of product 
costs and period costs, if by product costs 
are meant all costs which can, by the use 
of numerous assumptions and prorations, 
be assigned to a product. No, direct cost- 
ing is none of these. Basically it is a 
method of determining income, but be- 
cause income measurement (be it ‘past, 
current, or prospective income) is the 
basic problem of accounting, direct cost- 
ing does have an influence on the way 
costs are developed for all purposes. 


The Case Against Absorption Costing. 
Let me state and then illustrate the case 
against absorption costing as a method 
of income determination. Absorption cost- 
ing results in an overstatement of income 
when production exceeds sales and an 
understatement of income when sales ex- 
ceed production. It produces these results 
by deferring fixed manufacturing costs in 
inventory—by carrying forward, for ap- 
(Continued on page 316) 





DO YOU AGREE or do you disagree with an article in this month’s issue? Your 
fellow readers will be interested. Naturally, letters to the editor must bear the 
writer’s signature and address; these will be withheld on request. The Editors 
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Editorial material in THE CONTROLLER js 
selected in accordance with the following: 


CONCEPT OF MODERN CONTROLLERSHIP 
of Controllers Institute of America 


1. To establish, coordinate and admin. 
ister, as an integral part of * managemeni, 
an adequate plan for the control of opera- 
tions. Such a plan would provide, to the 
extent required in the business, profit plan- 
ning, programs for capital investing and 
for financing, sales forecasts, expense budg- 
ets and cost standards, together with the 
necessary procedures to effectuate the plan, 


2. To compare performance with operat- 
ing plans and standards, and to report and 
interpret the results of operations to all 
levels of management and to the owners of 
the business. This function includes the 
formulation and administration of account- 
ing policy and the compilation of statistt- 
cal records and special reports as required, 


3. To consult with all segments of man- 
agement responsible for policy or action 
concerning any phase of the operation of 
the business as it relates to the attainment 
of objectives and the effectiveness of pol- 
icies, organization structure and procedures. 


4. To administer tax policies and pro 
cedures. 


5. To supervise or coordinate the prepa- 
ration of reports to governmental agencies. 


6. To assure fiscal protection for the as- 
sets of the business through adequate in- 
ternal control and proper insurance covet- 
age. 


7. To continuously appraise economic 
and social forces, and government infiu- 
ences, and interpret their effect upon the 
Ausiness. 
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plication against future revenue, costs 
which are applicable to the current period. 

This is demonstrated by the following 
illustrations based on the figures and 
comparative income statements in Dr. 
Patrick’s article. To clearly illustrate the 
point, I have shown first what he calls 
year 3 (when sales and production are 
in balance), followed by his year 1 
(when production exceeds sales by 1,000 
units) and added a third year based on 
his figures (to show what happens when 
sales exceed production by 1,000 units). 
Profits on Production. These figures il- 
lustrate what happens under absorption 
costing when there is a difference between 
production and sales volume. How do 
the defenders of absorption costing ex- 
plain and justify these results? According 
to Dr. Patrick: 

“They believe that the results portrayed 
are correct and reflect the theory that 
profits are a function of production, or 
lack of it, as well as sales.”’ 

A neat phrase, “profits are a function 
of production,” but what does it mean? 
Does it mean that the profits realized and 
computed after a sale is made can be at- 
tributed to production efforts as well as 
to sales effort? I can agree with this view- 
point, but it does not justify the results in 
the example. Or, does it mean that profits 
are earned by the act of production and 
should be recognized at the end of the 
production process? This meaning would 
justify the results in the example, but how 


many accountants and businessmen will 
agree that a profit can properly be recog- 
nized before the product is sold? And 
how many will accept the way in which 
this profit is calculated under absorption 
costing? On the 7,000 units produced 
and sold the company has a reported 
profit of $24,000 or $3.43 per unit. On 
the 1,000 units produced but unsold re- 
ported profit is $6,000 ($7,500) or $6.00 
($7.50) per unit. How can we justify a 
reported profit of $3.43 on units sold, 
and $6.00 or $7.50 on the units unsold? 
Either there is something wrong with 
absorption costing or the case company 
should stop selling and spend all its time 
producing. It will make more profit that 
way—reported profit, that is. 

Just to tie down this argument let us 
assume that you, the reader, have agreed 
to purchase this company based on the 
capitalized value of the profits for the 
middle year shown. Would you be willing 
to include in the base used in computing 
the purchase price the $6,000 or $7,500 
“profit” which has resulted from the pro- 
duction of 1,000 units for inventory? Of 
course you wouldn't. It is a phantom 
profit produced by absorption costing. 
Nor would the seller, knowing all the 
facts, be willing to sell on the basis of the 
profits reported for the third year when 
profits have been reduced by $6,000 or 
$7,500 as a result of liquidation of in- 
ventory in which past fixed costs have 
been deferred. 


COMPARATIVE INCOME STATEMENTS 


Practical Average Direct The Error in Logic. Having illustrated 

Capacity Activity Costing what happens under absorption costing, 

Sales $315,000 $315,000 $315,000 let's see 1f we can pin down the error in 

Less Cost of Sales 273,000 283,500 231,000 logic that causes this sort of error. Many 

— an $ 42,000 $ 31,500 $ 84,000 2ccountants are inclined to argue that 

Less Activity Variation 18,000 7,500 Less Fixed Costs 60,000 fixed manufacturing costs are as much a 

a ——_— — cost of the product as are variable manu- 

Net Income $ 24,000 _$ 24,000 $ 24,000 facturing costs. Dr. Patrick states it this 

way: 

8,000 units produced, 7,000 units sold “The proposition that costs should not 

Sales $315,000 $315,000 $315,000 be charged to products simply because 

Less Cost of Sales 273,000 283,500 231,000 they are fixed does not seem logical to 

Sia paren vsiae vase this writer. Such costs are incurred to 

Less Activity Variation 12,000 ni Less Fixed Costs 60,000 make possible the production of goods, 

cee eer es, __—s and “= it takes a considerable amount of 

Net Income $ 30,000 _$ 31,500 $ 24,000 stretching to jump to the conclusion that 

lacreated Profit Reported Due to the extent the machine is used to pfo- 

To Production of 1,000 Units duce a product a pro rata portion of the 

For Inventory $ 6,000 $ 7,500 cost of the machine is any less a proper 

2 Re Ee product charge than is the wage of the 

6,000 units produced, 7,000 units sold direct laborer who operates the machine.” 

Sales $315,000 $315,000 $315,000 This is the sort of reasoning which te- 

Less Cost of Sales saneiateel 283,400 231,000 cults from failure to understand the real 

Gross Margin $ 42,000 $ 31,500 $ 84,000 difference between variable and fixed 

Less Activity Variation 24,000 15,000 Less Fixed Costs 60,000 costs. What makes a manufacturing cos 

———— ee — variable? Its direct association with the 

Net Income $_18,000 $16,500 $ 24,000 product to which it applies. The direct 

Decreased Profit Reported Due material, direct labor, and variable over: 

To Liquidation of 1,000 Units 

From Inventory $ 6,000 $ 7,500 (Continued on page 318) 
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7.000 units produced, 7,000 units sold 





Influencing Reported Profit. Perhaps as 
you have pondered the above questions 
you have come to realize how easy it js 
for management which understands 4b. 
sorption costing to influence reported 
profits. Reported profits for a period can 
be increased by the fixed costs absorbed 
in every unit added to inventory and tc. 
duced by the fixed costs liquidated by 
every unit in the reduction of inventory. 
But, by the same token, management 
which does not understand how absorp. 
tion costing works (and how many 4. 
countants using absorption costing are 
able or willing to provide this understand. 
ing?) can be seriously misled by profit 
results similar to those shown in the jl. 
lustration. 

The use by Dr. Patrick in his article of 
two different capacity levels for the ab. 
sorption of fixed costs under absorption 
costing illustrates another serious i 
of this costing method. The level of profit 
reported is determined by the level of ca- 
pacity or volume used in absorbing fixed 
costs and there is no objective way of de. 
termining what is a “proper” level. Profits 
are determined by management's decision 
as to the level or volume to be used, 

It seems rather ironic, when one con- 
siders all the attention which has been 
paid over the years to the elimination of 
unrealized profit in connection with in- 
tracompany transfers, that equal _atten- 
tion has not been given to the elimination 
of the unrealized profits (and _ losses) 
which are created by the use of absorption 
costing. The same income-realization 
principle is involved. 
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head costs of a product come into exist- 
ence because the product comes into ex- 
istence. Without the product you would 
not have the costs. With the product you 
will not need to incur these same costs for 
this unit in the future. So they can be de- 
ferred and carried forward until the prod- 
uct is sold. 

W hat makes a manufacturing cost fixed ? 
The fact that it arose without reference to 
or as a result of any particular unit of 
production. Because it is a committed, 
planned, or readiness-to-serve cost—a cost 
which the business will have to bear 
whether or not the unit in question is 
produced or not—a cost which will not 
be reduced in a subsequent period because 
part of it was applied to a product in this 
period. Doesn't it take a considerable 
amount of stretching to jump to the con- 
clusion that costs which are charged 
against the period when the capacity is 
not used can, by some accounting leger- 
demain, be transferred into effective and 
deferrable product costs when manage- 
ment decides to use, as compared with not 
use, the provided capacity? Such decision 
does not increase these costs, nor does it 
reduce the costs of future periods. 


The Difference Illustrated. Let me illus- 
trate by an example. Both Company A 
and Company B manufacture Widgets, 
Company A_ by manual methods and 
Company B on automatic machines. As 


we reach the last two days of the month 
the Widget business is at a standstill. 
Neither company has an inventory and 
neither company produces any Widgets 
on the next to the last day of the month. 
But the costs of the two companies are 
different. Company A has no labor cost, 
but Company B continues to have depre- 
ciation, taxes, insurance, and other costs 
relating to the Widget machines which 
have replaced manual labor, costs which 
go on day after day, whether any Widgets 
are produced or not. There is a difference 
between direct labor costs and the fixed 
costs of the machines which replace the 
labor. 

On the last day of the month in antici- 
pation of sales during the following 
month, both companies begin production 
of Widgets. In Company A the produc- 
tion of a number of Widgets results in 
added labor costs which would not have 
been incurred if the Widgets had not 
been produced. So these costs are charged 
to the Widgets and deferred in inventory 
for application against revenue when the 
Widgets are sold. Having incurred the 
labor cost of production this month, it 
will not be necessary to incur this cost in 
the future when they are sold. 

But in Company B the production of 
Widgets does not change the fixed ma- 
chine costs which have replaced the labor 
costs. These go on day by day relentlessly, 


CREDIT INSURANCE 





Protection Against 


Accounts Receivable 


Losses 


Credit Insurance is the first line of defense for the 


asset most subject to loss. 


Ask your London Guarantee Representative for 
your copy of our valuable booklet: Credit Insur- 
ance...Protection Against ACCOUNTS RECEIV- 
ABLE Losses. Or, if you prefer, write to... 


CREDIT INSURANCE DEPARTMENT 
ee Guarantee SF cee ee A Sd 


MEMBER OF THE PHOENIX OF LONDON GROUP 55 FIFTH AVENUE, NEW YORK 3, NEW YORK 
Over Sixty Years of Continuous Service In Credit Insurance 






whether there is any production or not: 


So, if we apply any of these fixed costs to | 


the product and defer them in inventory, | 
’ 


we relieve the period of the amount of 


fixed costs deferred, thus increasing the 
reported profit for the month, and we 
carry these inventoried fixed costs for. 
ward to the next month during which de. 
preciation, insurance, taxes, and other 
fixed costs on the machinery continue da 
after day. Yes, there is a difference be. 
tween direct labor costs and the fixed 
costs of the machines which replace it 
and it is the failure to recognize this dif. 
ference which causes absorption costin 
to improperly measure periodic profits 
whenever production and sales volume 
are not in balance. 

There remains one other point in the. 
ory and terminology which needs to be 
clarified. In his article Dr. Patrick makes 
the statement: 

“The basic issue is a theoretical one 
which is concerned with the proper clas- 
sification of costs into product costs and 
period costs.” 

The error in this statement is in the use 
of the term ‘‘product costs’ and its inter- 
pretation by proponents of absorption 
costing. To them product costs include 
in addition to direct costs of the products, 
any portion of the period (fixed) costs 
which can by accounting magic be allo- 
cated to the product. They think of fixed 
manufacturing costs as period costs when 
the capacity these costs provide is not 
used, but as product costs to the extent 
that the capacity is used. 

Let me attempt to demonstrate the 
fallacy in this viewpoint. Assume a 
multiproduct company which has one 
bank of machines used only in produe- 
tion of Product A. The depreciation, in- 
surance, taxes, and other costs caused 
by these machines are assignable to 
Product A—they represent one of the 
costs of manufacturing Product A, 
whether you classify them as product 
costs or period costs. But they do not 
represent direct costs of Product A— 
costs which come into existence when 
Product A is produced, vary with the 
number of units produced, and dis- 
appear when there is no production. 
Therefore, they should not be unitized, 
charged to the product, or deferred in 
inventory. Rather they should be recog- 
nized as fixed or period costs of Product 
A, deductible on the Product A income 
statement from the marginal income 
to determine the contribution which 
Product A makes to those fixed or 
period costs which ate common to the 
business as a whole. In other words, it 
is not necessary to apply a cost to 4 
product and defer it in inventory ‘0 
treat it as a cost of a particular product 
or product line. So the problem, as ! 
see it, is not “the proper classification of 
costs into product costs and period 

(Continued on page 320) 
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With the Bendix G-20 you are a two computer company. Incorpo- 
rating both commercial and scientific data handling capabilities, 
the G-20 computing system permits all functions of your organi- 
zation—engineering and administration, manufacturing and 
marketing—to meet their combined data processing needs in a 
single cost saving move. ® The G-20 contains a complete auto- 
matic programming “nackage’’— including algebraic and busi- 
ness-language compilers which allow engineers and EDP 
personnel to write computer programs quickly and easily...in 
the natural language of the problem. The G-20's ‘packaged intel- 
ligence’’ masterminds the automatic scheduling of multiple prob- 
lem processing—commercial and scientific intermixed —and 





maintains maximum system use and efficiency. ® And your G-20 
configuration can always match exactly the changing require- 
ments of your particular computing/data processing “MIN os 
assuring maximum utilization of your specific system. * Consult 
your own engineers and methods people. They'll recognize the 
multiple-purpose capabilities of the Bendix G-20...and the 
budget wisdom of using one computer to handle the data proc- 
essing demands of your entire organization. 
s For application bulletin ‘“‘A Solution to the 
Profit Squeeze,” write: 


Bendix Computer Division 


DEPT. AZ-32 Los ANGELES 45, CALIFORNIA 








costs,” but the proper classification of 
costs between direct (deferrable) costs 
and period costs. 


Conclusion. The purpose of this letter 
has been to point out the fundamental 
error in absorption costing as a method 
of income determination and the rea- 
son for the error. By so doing the 
logic of direct costing has been pre- 
sented. The basic difference between 
the two methods is that absorption cost- 
ing results in the deferral in inventory 
of fixed manufacturing costs, while direct 
costing does not. Since it is this deferral 
which results in the distortion of re- 
ported income under absorption costing, 
its elimination under direct costing re- 
moves the distortion. 


No matter how you now handle § 
your paper work, this inde- 
pendent data-processing and 
computer service can help you 
cut clerical costs. 


If You Don’t Have Tabulat- 
ing Equipment, STATISTI- \& 
CAL can do the entire job for 
you, processing your reports on 
a low-cost, as-used basis. This 


gives you the benefits of the latest automatic 
methods without investing in new equipment. 


If You Plan To Install Data-Processing 
Equipment, STATISTICAL can help you de- 
velop, test and apply procedures to fit your 
needs before major investments are made. Our 
Task Force service can furnish cost-cutting crews 
of temporary workers to help out during the 


initial conversion period. 


If You Have a Tabulating Department, you 
can call on STATISTICAL for help around the 
clock, 7 days a week—on overloads, special 
assignments and other needs. This includes com- 
puter service to supplement your conventional 


equipment for added savings. 







But one final word: The modern 
management accountant is equally con- 
cerned with past, present, and future 
costs. Yesterday's costs are used in 
planning tomorrow's costs, and these 
planned costs are used in controlling 
today’s current costs. For cost planning 
and cost control the accountant needs 
to separate and provide separate treat- 
ment for those costs which vary with 
volume and those which do not. Direct 
costing places past costs on the same 
basis. For this reason, while direct cost- 
ing is not a new method of cost control 
or cost planning, it does facilitate and 
improve both cost planning and control, 
at the same time as it improves profit 
measurement. Once accountants gen- 
erally recognize this, direct costing will 





Ask For Literature 
Covering These Services 


* Computer Service 
* Sales Analysis 

* Inventories 

* Spares Provisioning 


%* Accounts Receivable 
and Payable 


%* General Accounting 

* Production Planning 

* Payroll 

* Insurance Agency 
Accounting 

* Association Statistics 

* Market Research 
Tabulations 

* Clerical and Task 
Force Services 














stc Oldest and largest Independent Data-Processing 
Service Bureau... Established 1933 


STATISTICAL TABULATING CORPORATION 


NATIONAL HEADQUARTERS: 104 South Michigan Avenue, Chicago 3, Illinois 


CHICAGO + NEW YORK 


* ST. LOUIS « NEWARK « CLEVELAND « LOS ANGELES « VAN NUYS « KANSAS CITY 


SAN FRANCISCO « PALO ALTO « SAN JOSE « MILWAUKEE « PHILADELPHIA « DALLAS 


COMPUTER CENTERS IN NEW YORK + CHICAGO « LOS ANGELES 





replace absorption costs for both ip. 
ternal and external reporting. In this 
area there is no justification for peaceful 
coexistence of the two methods. 


RAYMOND P. MARPLE 

Assistant Secretary 

National Association of Accountants 
New York, N. Y. 


A DIFFERENT REACTION 
Editors, THE CONTROLLER: 


I read with great interest the article in 
the April issue of THE CONTROLLER on 
“Direct Versus Absorption Costing,” 
by Dr. A. W. Patrick. For the past 
several years I have been conducting a 
mild campaign in an effort to provide 
balance to the publicity which has been 
actively promoted by the proponents of 
direct costing. Dr. Patrick’s article, | 
feel, does an excellent job of pinpoint. 
ing some of the fundamental distinc. 
tions and clearing up a great deal of the 
existing confusion. 

My own feelings are very much 
against indiscriminate direct costing 
simply because I refuse to honor the 
assumption of direct costing proponents 
that management is uninformed and 
therefore has to have a much simpler 
cost mechanism for control purposes. 
My own feelings are that a properly de- 
veloped set of reports based on absorp. 
tion costing need not be confusing. 
Moreover, from rather extensive practi- 
cal experience in cost work I have never 
found it difficult to provide manage- 
ment with clear and easily understand- 
| able reports based on a fully developed 
absorption cost system, even though | 
must admit the development of such a 
system may have been difficult and com- 
plex. 


HENRY KEYSERLING 
Cresap, McCormick and Paget 
New York, N. Y. 





LITTLE BOUQUETS... 

Our organization subscribes to THE 
CONTROLLER and finds this release of 
| much value within our organization. 
| DGT, Saskatoon, Saskatchewan. 


| MERGER MATERIAL 
| Editors, THE CONTROLLER: 
Can you give me any help in locating 
material having to do with mergers, tt 
| organization of the combinations, and tax 
problems evolving therefrom ? 
LT, New York 


Seventeen selected references compiled 
by Controllers Institute Research Founda- 
tion entitled “Corporate Acquisitions were 
published in the July 1958 issue of THs 
| CONTROLLER, page 340. The list comprises 
| periodicals, pamphlets and books contain 
| ing such material.—T he Editors. 
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now X marks 
our spot 





On June 1 the name of our com- 
pany changed from Haloid Xerox 
Inc. to XEROX CORPORATION. 
Therefore, you will want to bring 
your reference files up-to-date. Then, when you're looking for 
information on office copiers, high-speed continuous printers 
and other reproduction equipment, you will find it—under “'X.” 
Why this curious name ‘‘Xerox’’? The word is of classic origin 
and stems from the Greek xeros, meaning ‘‘dry.”’ And dry de- 
scribes, perhaps as well as one word can, the revolutionary 
process on which our copiers and printers operate. = The initial 


XEROX 


CORPORATION 



































“X” in all English words of ancient Greek origin is pronounced 
as a “'Z."’ Hence, Xerox is pronounced zerox... but here we 
part company with all things ancient and Greek! = For the Xerox 
in our new corporate name stands for a modern, progressive, 
research-oriented company which, through exciting new prod- 
ucts, is making its mark in the growing field of graphic com- 
munications. = In meeting the needs of modern business for 
better ways to record, condense, store, and recall the sheer 
mass of information, XEROX CorPORATION helps management to 
manage the future. For more information on our company, write 
XEROX CORPORATION, 20 Haloid Street, Rochester 3, New York. 





>>> merger: A DUAL FEATURE 












































an-art and a science 


Two authors discuss the factors which must be 
taken into consideration to accomplish a successful 
merger, each emphasizing a different aspect of the 
dual elements of the art and science of merger. 

William E. McKenna, beginning on this page, 
examines the art of merger—common sense and 
financial acuity applied to company growth through 
acquisition. 

Roger R. Crane, on page 326, considers the place 
of scientific techniques in mergers and acquisitions— 
mathematical formulae and projections to back up 
intuition with scientific analysis. 


a a en eo 


ae ae ae ee ee ee eg eee ee ee Ce ey 


AT THE TURN of the century, a rash of 
vertical and monopolistic Mergers of 
American corporations invited public in. 
dignation and led to stronger anti-trus 
legislation. During the intervening dec. 
ades we have witnessed several periods of 
industrial combinations—but none 50 ip. 
teresting as the latest. What may be called 
the most dynamic and constructive period 
of merger started about the mid-point of 
this century and shows no signs of abat. 
ing as we move into the sixties. 

There are those who view the situation 
with alarm, fearful that a new era of 
combinations will destroy the system of 
competition which has brought our com. 
merce and industry to present-day heights. 
(Is it not odd that those same alarmists. 
for the most part, show not the slightest 
concern over the freewheeling growth of 
big labor and big government?) 

Their disquiet is probably unnecessary. 
The Sherman Act and the Clayton Act are 
on the books now to protect the public 
from any misuse of power resulting from 
the accumulation of wealth. World com- 
petition in this jet age should prove to be 
a stronger force than ever in protecting 
the public, and in fact, merger may be 
the means to meet that competition for 
many of our smaller corporations. 

Today efficiency is often closely tied to 
size. In many industries a tremendous 
sales volume is necessary to promote peak 
manufacturing efficiency and provide the 
vast sums necessary for competitive re- 
search in a one-world industrial economy. 
Thus, while unrestricted merger activity 
in the last century may have tended to re- 
duce competition, properly directed merger 
in the second half of the century can be 
a vehicle for preserving competition be- 
tween space age industries within the 
United States and a necessary force for 
keeping United States industry competi- 
tive in the world economy. 

When we get down to the specifics of 
mergers, the basic questions are, of 
course: Is the proposed merger a good 
one? Does a combination of the com- 
panies involved make sense? 

Answers to these questions involve the 
long-range corporate plans of the merg- 
ing corporations, their products, the ca 
pability of the merging managements, 
and the effectiveness of their respective 
research, manufacturing, and marketing 
organizations. How well do the merging 
companies “fit’? Will some new addt- 
tional values arise by putting the two 
companies together? 

In short, can two and two be made to 
equal five? If they cannot, then a merge 
falls short of its goal. All that is being 
accomplished is propagation of numbers. 
No plus value arises. 

Simple diversification is no cure-all for 
corporate aches and pains. It is certainly 
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got the answer when you are running 
away from a problem. Nor is it true that, 
because Management 1s competent in one 
yea, it will prove equally competent in 
snother and different area. 

There are many “types” in the field of 
acquisition. Some of the more outstand- 
ing species may be identified as follows— 
The Frightened Hedge Hopper—he is 
hedging a nongrowth activity which he 
now Manages. 

The Omnidirectional Equestrian—he 
ides off in all directions to impress his 
stockholders. 

The Glamour Worshipper—he listens 
to any new theme. 

The Negative Compounding Mults- 
plier—he makes acquisitions for the 
sheer numbers involved. 

The Crowd-Following Competitor—he 
just wants “to keep up with the competi- 
tion.” 

In contrast to these, the people at Lit- 
ton Industries have entered into mergers 
and made acquisitions on the basis of the 
same concept which motivated the firm’s 
founding: The determination to establish 
a major industrial entity having, at its 
heart and core, a superior capacity in ad- 
vanced technologies. To do this in a 
competitive environment, Litton has rec- 
ognized, requires complete dedication 
and, most of all, a respect for time. 

Litton’s growth has not been one of 
circumstance; it has been planned. Based 
on the concept just cited, certain specific 
philosophies have played important roles 
in the firm’s expansion. 

Integration, not 
strength, not size. 

Research as it might lead to produc- 
lion, not research for its own sake. 

Everything in balance. 

Operating under its original long- 
range program, Litton now is a complex 
of companies composed of five major op- 
erating groups. How the firm’s concept of 
healthy growth has been implemented— 
and, more specifically where a respectful 
evaluation of time has entered into the 
picture—is illustrated by the most pub- 
licized of the Litton acquisitions. 

Part of the original program was to be- 
come a factor in the business-machines 
industry. Litton already had developed 
techniques, circuitry, programming abili- 
ties, and components easily adaptable to 
business computers. However, it would 
have required vast sums of money, differ- 
ent and hard-to-get managerial talents, 
ind the building up of a commercially 
oriented sales and service organization— 
athome and abroad—for the firm to com- 
pete in this industry. All this spelled 
lime, and time can mean lost opportunity, 
lost profit, and lost growth. 

__ she conclusion was inescapable. Litton 
bought” time. The Monroe Calculating 


diversification; 





Machine Company was acquired to be- 
come the base of Litton’s business-ma- 
chines group. 


COMMITTING THE MERGER 


Assuming that the “fit” has been es- 
tablished—that the question of the 
soundness of the merger has been an- 
swered affirmatively—how does manage- 
ment set about effecting the merger in 
such a way as to create as many plus 
values as possible in the combination? It 
is here, perhaps, that the controller’s re- 
sponsibilities and Opportunities for ac- 
complishment are greatest. 

Once it is determined that the deal 
makes sense, many details must be re- 
viewed in determining the price; the 
method of payment; the financial, legal 
and tax considerations; as well as the 
many psychological problems which must 
be resolved so that in the ultimate com- 
bination all talents and abilities are recog- 
nized and realized and nothing falls 
through the slats. 

As we approach a merger, it is im- 
portant that the financial and legal de- 
partments of the corporation work closely. 
This is necessary because of the fact that 
there are many problems with both finan- 
cial and legal overtones. For example, an 
acquisition may appear to be ideal from a 
financial standpoint, but legal counsel 
may conclude that it should not be con- 
summated because of possible anti-trust 
problems. 

The tax and accounting problems of a 
merger are so important that some “‘feel- 
ing” for them is highly desirable on the 
part of all who are directly concerned in 
the matter, including operating personnel. 
On the other hand, these problems some- 
times become so complex that often it is 
necessary to obtain the most expert ac- 
counting and tax opinion in order to re- 
solve them. 

However, as controllers and probably 
not tax experts, for us it is most important 
that we have a better-than-average ap- 
preciation of the tax factors involved in 
acquisition transactions. 


TAX CONSIDERATIONS 


Mergers may be made to promote di- 
versification, increase manufacturing ca- 
pacity, round out product lines, buy time 
in the development of marketing organi- 
zations, increase the corporate base for 
competitive reasons, or from any of a 
wide variety of other motives. Taxes, 
however, are seldom nowadays among 
those other motives. 

In the past some mergers came about 
solely because of a tax loss situation. But 
in recent years, particularly since 1954, 
utilization of tax-loss carry-backs and 
carry-forwards has been greatly limited by 








the Treasury Department. Thus a profita- 
ble company cannot simply buy a non- 
profit company and use the tax credits. 

However, if taxes are no longer an im- 
portant motivating factor, they still play an 
important part when it comes to imple- 
menting the merger. 

Generally, an acquisition by a corpo- 
ration of assets or stock of another corpo- 
ration is taxable unless it qualifies as a 
reorganization as defined in Section 
368 (a) (1) of the Internal Revenue 
Code. A statutory merger or consolidation 
is an A reorganization. A loose or im- 
proper use of the term ‘merger’ has 
often caused much confusion. Briefly, a 
merger is a transaction in which one cor- 
poration absorbs another, thus continuing 
its own existence while cutting off the 
corporate life of the other. 

A “consolidation” is a transaction in 
which two or more corporations join to- 
gether to form a new corporation which, 
in effect, absorbs the other corporations. 

An A reorganization may be achieved 
only by strict compliance with the ap- 
plicable corporate laws of the respective 
states of incorporation. These may often 
prove to be quite burdensome. For in- 
stance, under the laws of most states 
a majority vote of the stockholders of 
both corporations is required. This means 
the holding of formal stockholders’ meet- 
ings, proxy solicitation, expenses, prepara- 
tion and filing of proxy statements, and 








e WILLIAM E. McKENNA is vice pres- 
ident and treasurer of Litton Industries, 
Inc., Beverly Hills, California. Prior to 
joining Litton he was first assistant con- 
troller and then advanced to vice president 
and controller of Litton’s Business Ma- 
chine Group with offices at Monroe Cal- 
culating Machine Company in Orange, 
N. J. A CPA, he had been previously 
associated with the New York office of 
Touche, Ross, Bailey & Smart. Mr. Me- 
Kenna, a member of Controllers Institute 
of America, is a graduate of Holy Cross 
College and Harvard Business School. 
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other formalities required by the SEC 
and the stock exchanges. Dissenting stock- 
holders usually have the right to demand 
and receive the appraised value of their 
shares in cash. 

These requirements can be troublesome 
in mergers of publicly held corporations 
but are not a serious problem where the 
acquired corporation is closely held and 
the acquiring corporation is a subsidiary 
of a holding company. 

A B reorganization involves the acqui- 
sition of a controlling stock interest (at 
least 80 per cent) in another corporation 
in exchange solely for the acquiring cor- 
poration’s voting stock, either common or 
preferred. In this case, the selling corpo- 
ration remains intact, becoming a sub- 
sidiary of the purchasing corporation. 

The stock issued under a B reorganiza- 
tion must be registered under the Se- 
curities Act of 1933 or investment letters 
must be obtained from the sellers signify- 
ing that they intend to hold the stock 
acquired in the transaction as an invest- 
ment. Registration or investment letters 
may not be necessary if the transaction 
can be brought under the complex and 
seldom applicable provisions of the ‘‘ex- 
change” exemption under Section 3 (a) 
(10) of the Securities Act. This exemp- 
tion applies to a transaction in which an 
official state agency, authorized by law to 
do so, approves the fairness of the terms 
and conditions of the exchange after a 
hearing at which all persons to whom the 
securities are to be issued have a right to 





appear. Further, it is the SEC’s position 
that Section 3 (a) (10) exempts only 
the transaction of the exchange; subse- 
quent resales of the securities are not 
exempted. 

Registration can be expensive for the 
purchaser. However, it is unlikely that 
the sellers are willing to be hampered by 
the restrictions imposed by not register- 
ing. 

In a C reorganization, substantially all 
the assets of one corporation are acquired 
in exchange solely for voting stock either 
of the acquiring corporation or of a cor- 
poration which controls the acquiring 
corporation. In this case cash or other 
property can be given without destroying 
the taxable nature of the transaction, pro- 
vided the cash or other property, plus 
liabilities assumed by the acquiring corpo- 
ration, does not exceed 20 per cent of the 
market value of all the transferrer corpo- 
ration’s property. 

A C reorganization does not require 
registration of the stock issued nor in- 
vestment letters from the sellers if it 
meets certain complex requirements es- 
tablished by SEC Rule 133. Furthermore, 
the assets and liabilities acquired by the 
purchaser may be specifically identified, 
thus restricting the possibility of his being 
later subjected to substantial undisclosed 
liabilities. This is particularly advanta- 
geous in the case of a company that had 
not been consistently audited over the 
years or that has several tax years still 
open. 





“Gentlemen, the First National, American, Second Union, Security-Trust Savings 
Bank can’t STAND another merger—people can’t remember our name NOW!” 


(Courtesy of the Wall Street Journal) 
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From the buyer's point of view, a tax. 
able transaction is generally desirable ip 
cases where the purchase Price exceeds 
the adjusted tax basis of the assets ac. 
quired. A nontaxable transaction is prefer. 
able in cases where the acquired corpora- 
tion has certain desirable tax pr 
such as net operating loss Carry-overs 
or high-basis, low-value assets which the 
acquirer desires to preserve and utilize. 

From the seller’s point of view, the 
most important consideration is, of course 
that the exchange or “‘sale’”’ be tax free, 

In order to assess the possibilities of 
obtaining a stepped-up basis, or of mak- 
ing carry-overs available (both matters of 
great importance to the buyer), the fol- 
lowing rules apply: 


1. In a taxable acquisition of assets, a 
step-up in basis may be obtained but 
carry-overs are not available. 

2. In a nontaxable acquisition of as- 
sets, a step-up in basis may not be ob- 
tained but carry-overs are available. 

3. In a taxable stock acquisition, fol- 
lowed by adoption within two years of a 
plan of honiditinn of the subsidiary, if 
the subsidiary is in fact liquidated within 
two years following adoption of the plan, 
a step-up in basis is obtainable but carry- 
overs are lost. 

4. In a taxable stock acquisition fol- 
lowed by the adoption after two years of 
a plan of liquidation, a step-up in basis 
is not obtainable but carry-overs are. 

5. In a nontaxable acquisition of stock, 
no step-up in basis may be obtained but 
carry-overs are available. 


The most important sections of the 
Internal Revenue Code affecting tax loss 
carry-overs in acquisition are Sections 
269 and 382. Section 269 provides that if 
the principal purpose of acquisition is 
evasion or avoidance of federal income 
tax by securing the benefit of a deduction 
which such corporation would not other- 
wise enjoy, then such deduction shall not 
be allowed. This section, together with 
the proposed regulations, seriously limits 
the ability of a corporation to carry over 
the operating loss of acquired corpora- 
tions or to carry over and offset its own 
operating losses against earnings which 
have been created by the tax-free acquisi- 
tion of the other business. However, in 
the case of the statutory merger of two 
subsidiary corporations of a common 
parent, it would appear that the operating 
loss carry-over of one of the subsidiaries 
can still be offset against the income of 
the other. 

Section 382 (a) provides that operating 
loss carry-overs shall not be allowed if 
(1) there has been a 50 per cent change 
in ownership of a corporation’s stock as 
a result of a taxable transaction and (2) 
such corporation has not continued sub- 
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santially the same business as that con- 
ducted before the change in stock owner- 
ship. Still another hurdle is created by 
section 382 (b) which provides for a 
reduction in the net operating loss carry- 
over to the extent that the shareholders 
of the loss corporation wind up owning 
less than 20 per cent of the fair market 
value of the stock of the acquiring corpo- 
ration. 


ACCOUNTING FOR ACQUISITIONS 


The accounting aspects of business ac- 
quisitions have continually presented seri- 
ous problems to acquiring companies, and 
in dealing with these problems consider- 
able change in presentation emphasis has 
taken place, particularly where the trans- 
action has been substantially for stock 
and it has been accounted for under the 
“pooling of interests” concept. 

Accounting Research Bulletin No. 48 
differentiates between two types of com- 
bination, the first designated as a purchase 
and the second as a pooling of interests. 
The Bulletin describes a purchase as a 
business combination of two or more cor- 
porations in which an important part of 
the ownership interests in the acquired 
corporation or corporations is eliminated 
or in which other factors requisite to a 
pooling of interests are not present. In 
the case of a purchase, the acquired as- 
sets are recorded on the books of the 
acquiring company at the market value 
of the assets used as consideration for the 
purchase. In a pooling, the carrying 
amounts of the assets, as well as the 
earned surplus or deficit of the constituent 
companies, are simply carried forward to 
the continuing company. : 

Accounting Research Bulletin No. 40, 
in September 1950, provided four tests 
to be used in deciding whether an acqui- 
sition was a pooling. These tests were: 


1. A continuity of substantially the 
same proportionate equity interests ; 

2. Relative size; 

3. Continuity of management; and 

4. Similar or complementary activities. 


In January 1957, Accounting Research 
Bulletin No. 48 omitted the test of “‘simi- 
lar or complementary activities.”” This 
permitted acquisitions motivated primar- 
ily for diversification to be treated logi- 
cally as —_ This Bulletin con- 
tinued to fuss about continuity of interest 
and continuity of management, but de- 
cided that one of the constituent corpora- 
tions was not “clearly dominant’ unless 
it obtained 90 per cent to 95 per cent or 
more of the voting interest in the com- 
bined enterprise. Otherwise, relative size 
of the constituents might not necessarily 
be determinative. In other words, a con- 
stituent company whose equity would be 











ANNOUNCING THE MERGER 


In part of a recent questionnaire, the New York Stock 
Exchange was asked for direction and advice in the often 
touchy area of company public relations and press policy 
with respect to mergers. Taking for granted the need for 
“immediate” release of the news, the question How im- 
mediate is ‘immediate’? arose. The Exchange defined it as 
meaning that a company officer should leave the directors’ 
meeting at which the merger is approved and telephone the 


news to the press. 


In announcing a merger, how can a company make the 
news known to employes before they read it in the press? 
According to the Exchange, “Some companies have solved 
this problem by scheduling an employe meeting coincident 
with the distribution of their news release. Written an- 
nouncements are often prepared for employes. Key people 
in plant locations are briefed in advance, of course, with 
appropriate security measures observed.” 





only 5 per cent to 10 per cent of the 
combination could be acquired under the 
pooling concept. 

Since publication of Bulletin No. 48, 
transactions have been held to be pool- 
ings down to as low as one per cent to 
two per cent of the total equity of the 
combination, particularly under the group- 
ing concept, wherein a group of individ- 
ual transactions taking place or planned 
to take place within a reasonable time 
could, as a group, be deemed to be an 
appropriate size. Exactly how an im- 
portant continuity of interest in man- 
agement in a one per cent to two per 
cent held combination could be deemed 
to continue in any significant way seems 
to the writer to be ivory-tower thinking. 

In other words, our public accounting 
brethren continue to be harassed by 
their own research bulletins. They rec- 
ognize that in stock acquisitions un- 
realistic ‘‘goodwill” situations often may 
develop when “valuation” is dependent 
on the vagaries of a fluctuating market. 
As a result of this, the goodwill involved 
can vary widely over a short period of 
time, depending solely on the timing of 
a transaction. 

Criticizing the business combinations 
bulletin, George O. May said some time 
ago: 

“The problem which the profession 
now faces resembles in some respect that 
which embarrassed accountants 60 years 
ago when the great era of consolidations 
began. “A legal device sanctioned the 
recording of the cost of the assets ac- 
quired at the face value of the capital 
stock plus the fair value of any other 











consideration given therefor. This re- 
sulted not only in inflated book values 
but also in a lack of a basis for proper 
depreciation charges.” 

Extension of the pooling interests no- 
tion which avoids the whimsical good- 
will concept seems to me to be a step in 
the logical direction. In treating an ac- 
quisition as a purchase, various amounts 
of goodwill may be created. Does this 
mean that if a corporation’s stock goes 
off a point tomorrow, the goodwill should 
be adjusted? Obviously not. Why, once 
created, should it be periodically written 
off on a regularly scheduled basis? If the 
basis acquisition was sound, a successful 
merger will appreciate and continue to 
appreciate any goodwill that may exist— 
not depreciate it—and goodwill should 
be written off only when the circum- 
stances creating it no longer exist or are 
significantly lessened. 

As responsible corporate financial offi- 
cers, we could minimize our problems of 
financial presentation by three simple con- 
cepts: (1) If the acquisition is substan- 
tially for cash, treat it as a purchase; (2) 
if the acquisition is substantially for stock, 
treat it as a pooling; and (3) if goodwill 
arises from a purchase, write it off or 
adjust it only when good judgment or 
some identifiable circumstance indicates 
that an adjustment is, in fact, in order. 

The pooling of interests concept per- 
mits us simply to cross-add the balance 
sheet of the merged companies. Conserva- 
tively it permits a balance sheet without 
inflation from any whimsical or artificial 
goodwill thinking. At the same time, the 
earnings-per-share curve indicates what 
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management is doing with its assets. Let 
us not complicate our reporting by un- 
necessary artificialities. 


PSYCHOLOGICAL ASPECTS OF 
MERGER 

In any combination, one company must 
be dominant—must be the acquirer, and 
the other company must seem to be in a 
subordinate position. 

Perhaps the acquirer has been through 
several mergers. If so, its management 
knows that full value is realized from the 
combination only if proper respect is paid 
to the talents and capabilities which al- 
ready exist within the corporation to be 
acquired. It is too easy for all-knowing 
hordes of accountants, lawyers, and oper- 
ating people to descend on the acquiree 
before and after the actual acquisition. 
They are generally well-meaning but 
move in sometimes with an inflated idea 
of their relative importance and some- 
times with an overzealousness to extend 
the realm of their personal empires. 

At best, the minds of many in the ac- 
quired corporation must be uneasy—they 
are going through their first merger, their 
security is threatened, and their personal 
future is uncertain. And yet, this should 
not be so. If the merger is good, it is good 
because both companies involved—that 
is, essentially, the people of both com- 
panies—have important group and in- 
dividual talents to contribute to the com- 
bination. 

Failure to recognize this on the part 
of the acquirer may create a situation 
that can block a sound and logical merger 
or, if the merger has been accomplished, 
can dissipate the talents and assets of 
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the acquired corporation, so that instead 
of plus values being added, something 
less than full value is realized from the 
combination and our two plus two may 
equal considerably less than four. 

This is extremely important to con- 
trollers because very often, once the initial 
willingness to get together has been 
achieved by operating management, the 
first broad contacts are made in the finan- 
cial areas. Overzealousness on the part 
of the acquirer’s auditors, accountants, 
and tax experts; their second-guessing of 
operating management; needless chatter 
about the advantages of removing du- 
plicate overhead—these are not calculated 
to get the merger off on the right foot. 

The advantages of merger are, essen- 
tially, time, a broader base, greater finan- 
cial strength, new products, new outlets, 
more rapid income growth, slower cost 
growth. Let us go slow on any precipitous 
elimination of overhead. Who is to Say 
who or what is unnecessary overhead, 
particularly in the early stages of merger? 
We may find exceptional legal and ac- 
counting muscle in the acquired corpo- 
ration, and a calculated program of au- 
tonomy will protect its morale, its talents, 
and its assets. Time will gradually bring 
the two companies closer together in all 
phases of operation, and sound manage- 
ment will take care of any excess over- 
head in due time. 

Generally it can be said that the com- 
plete merger takes two or three years at 
least and that the eventual cost of precipi- 
tous action early in the game can far 
outweigh the advantage of any early 
overhead savings. Autonomy in operation 
protects and encourages the profit motive 








IN CONSIDERING a merger or acquisi- 
tion, management faces one of its most 
difficult decisions. There is much po- 
tential risk involved because of the 
long-term implications of such a move. 
An ill-advised acquisition can be the 
turning point in a company’s history— 
from profit to loss, from prestige to 





in each division of the corporation, and 
gradual merger permits natural strengths 
to fill in the vacuums created by the more 
rapid growth of the combination. 

In addition it is, of course, of consid. 
erable importance to ensure that steps 
are taken to inform and reassure the 
personnel of the acquired corporation as 
to the part they will be expected to play 
in its future activities. They should not 
be left with feelings of apprehension and 
uncertainty. The acquired corporation was 
made attractive to the acquirer, in large 
part, because of the hard work, skills, 
and loyalties of its management and em. 


ployes. 


SKILLFUL MERGERS NEEDED 


And so the merger route is not simple 
to navigate. It involves advanced tech- 
nological, marketing, manufacturing, fi. 
nancial, and legal concepts—but most 
importantly it involves people, and it 
cannot be approached carelessly with any 
hope that economic good can result. 

Merger has provided industry with a 
device for providing an economic service 
to the nation. It has provided possibili- 
ties of growth formerly unheard of and 
has permitted the development of tech- 
nological and economic forces capable 
of competing in our space age. 

America needs all the strength that 
we can create and retain in the world 
struggle that lies ahead. If hard work 
and good judgment in our concentrated 
efforts to combine merger with internal 
growth can make two and two equal five, 
we will have made a major contribution 
to the growth and security of our nation. 





tion may be gathered concerning the 
prospect's plant, its personnel, its prod- 
ucts, and many other aspects of its 
profit potential. All available financial 
data are usually gathered and _inter- 
preted. This analysis often must be cat- 
ried out under considerable secrecy, par- 
ticularly in the event that competitors 
are interested in the same companies. 








PART Il failure. On the other hand, a carefully 5 

planned acquisition can lead to success However, when the decisions are f- 

for both parties, open entirely new nally made, frequently they seem to be 

The Place of product areas, and provide a basis for based largely on politics or on feel- 

a good profit and for healthy growth ings” about certain companies, rather 

. "C: opportunities. than on sound, logical considerations. 

Scientific In recent years, many companies The detailed analysis may not be used 

have chosen the acquisition route for adequately in the final decision at the 

: : expansion and have been faced with the board of directors level because of the 

Techniques In difficult decision of selecting a company natural difficulty of digesting the vol- 

or companies with which to merge. ume of paper and untangling the many 

M d Naturally, many different methods are interlaced decision elements in rela 

ergers an used for determining the best candidate tively infrequent and brief board meet- 
ae for acquisition. However, such plan- ings. 

Ac uIsitions ning generally includes a great deal of A certain amount of initial screening 

q detailed analysis. Volumes of informa- of merger candidates can be accom 
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plished quite readily once basic guide- 
lines have been established. Some com- 
anies which are obviously unsuitable 
can be immediately discarded without 
further consideration. There normally 
remains a residue of three or four al- 
most equivalent companies, some strong 
in one desirable aspect and weak in 
others, and vice versa. Accordingly, the 
dificult problem of weighing and bal- 
ancing the different factors to make the 
best decision is created. 

Although the comparison of com- 
panies according to these factors can be 
done intuitively through the exercise of 
judgment based on experience, the 
greater the number of factors involved, 
the more confusing the situation be- 
comes. As the confusion increases, the 
possibility of a serious error and an un- 
profitable acquisition also increases. 

Scientific techniques can be applied 
to assist in the evaluation of these fac- 
tors just as they have been applied to 
more specific management problems 
such as inventory management and 
production scheduling. By providing a 
structure for the decision and a quanti- 
tative view of the intangible factors in- 
volved, the application of the scien- 
tific method can aid management in 
better making this critical decision. 

To show how scientific methods can 
be applied, let us consider a typical 
acquisition decision problem. We will 
assume that the typical voluminous 

staff analyses have been made. Many 
different prospects have been investi- 
gated in great detail, and the “easy” 
eliminations have been made. Three 
companies, which we shall call A, B, 
and C, remain as top prospects. All 
three of the companies are eligible, and 
any one of them would be acceptable 
for a merger. The usual evaluations 
have been made, but it is still difficult 
to choose among the three companies, 
or to establish priorities for approach- 
ing them. In the following sections we 
will explore an approach to the solu- 
tion of this problem. 


DEFINING OBJECTIVES 


The most important requirement of 
any major decision of a company, and 
hence of an acquisition, is that it sat- 
isfy the objectives of the company. 
While many companies get along 
rather well without ever expressing ex- 
plicitly their objectives, it is certainly 
helpful if these objectives are expressed 
in writing. In most cases this much can 
be accomplished without much help 
from science, However, it would be 
¢ven more helpful in many instances in 
teaching the most effective over-all de- 
cision if the relative importance of each 
of these objectives were also known. 


—_—_—_ 


It is highly probable, for example, that 
each prospective acquisition satisfies all 
the objectives to some extent. The next 
step is to rank and weight the objec- 
tives, if possible. 

If the company executives have never 
bothered with a formal definition of ob- 
jectives at all, this process can be quite 
revealing and will be a valuable exer- 
cise to perform. It is a basic prerequi- 
site of any intelligent planning process. 
The determination of relative impor- 
tance can be made in a number of ways, 
but perhaps can best be illustrated in 
the context of a group meeting of key 
executives, such as the board of direc- 
tors. Here the executives are asked to 
rank the given objectives and compare 
them in various ways. 

Suppose, for example, that a vote 
were taken to start this process and it 
was established that the most important 
objectives were the following, listed in 
order of importance: 
0,—Growth rate of at least 15 per 

cent of sales annually 





0,—Ability to return at least 20 per 
cent on investment (before 
taxes) 


03;—Continual improvement of man- 
agement personnel 

0,—Stable union relations (no major 
strikes, minimum turnover) 

0;—Maintenance of high standards 
of product quality 


In the mathematical evaluation which 
follows, we assume that the objectives 
are mutually exclusive, that is, attain- 
able independently of each other, and 
that the values of these objectives are 
additive. 

It is highly probable that each execu- 
tive will have a different opinion of the 
relative importance of these objectives. 
Following is a method for obtaining 
the best consensus of the relative values 
of each of these objectives. 


WEIGHTING OBJECTIVES 

Each objective must be numerically 
weighted in order to quantify the vari- 
ous opinions about their relative im- 
portance and to use them in further 
evaluations. One method which can be 
used to weight the objectives is the 
“Relative Theory of Value” which was 
introduced by Professors Churchman 
and Ackoff in the May 1954 issue of the 
Journal of the Operations Research So- 
ciety of America. In general, this method 
consists of assigning tentative relative 
values to each alternative, testing these 
values by successive combinations of 
the various alternatives, reviewing all 
values for logicaf consistency and nor- 
malizing the results. The evaluation can 
be accomplished fairly efficiently in a 
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group meeting by independent voting, 
accompanied by free discussion among 
the participants. An arbitrary scale of 
values, such as 0 to 10 as is used in our 
example, must first be established. Or 
perhaps more easily, each member of the 
group can note his own evaluation of 


each objective, and averages can be 
taken to obtain initial values of the ob- 
jectives. 


The remaining steps in the process 
can be illustrated as follows :1 

1. The most important objective ac- 
cording to the original ranking (0,) 
should be given the highest value (in 
this case, 10 unless the average method 
is used). Each of the other objectives 
should be given a tentative value in re- 
lation to the most important one. For 
example: 


1In this process it is easiest to think of ex- 
ecutives carrying out the process one by one, 
although group action has a great deal to offer 
provided a strong, experienced moderator is 
available to assure progress. 
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0; = 10 
Das 7: 
Om 5 
O:= 3 
(note 4 


2. The assigned values should first 
be tested by considering whether the 
value for 0, is greater than the sum of 
Oo, Og, 04, and 05. If, for example, 0 is 
considered to be 25 per cent more valu- 
able than the sum of the other objec- 
tives, the relative values of the others 
should be adjusted downward accord- 
ingly as follows: 


0. = 4.0 
b= 2,5 
0,:== 4:0 
0; = 0.5 


3. Then the value assigned to 0. 
should be tested by considering whether 
Os is more valuable than the sum of 0s, 
04, and O;. If it is 25 per cent more val- 
uable, the other values should be ad- 
justed as follows: 


Oz — 1.5 
071.0 
0; = 0.5 


4, Next the value of 03, should be 
tested by considering its relation to the 
combination of 0, and 0;. If the values 
should be about equal, as they are, the 
valuation is correct. 


5. All values should 


then be tfe- 


checked for consistency with the orig- 
inal evaluation. If the two are incon- 
sistent, an error in logic has been made, 
and the entire process should be re- 
peated beginning with the original 


ranking. In our example, this compari- 
son is as follows: 


Original Final 
0; =0 0, = 10 
02 =2/ 02 — 4 
o..= 5 0.15 
0, = 3 0, — 1.0 
0; =" 2 0; = 0.5 
6. Since both evaluations are con- 


sistent and thus logically correct, the 
final results should be normalized by 
dividing by the sum of all values (17). 
Thus: 


0; = 59 
0. = .23 
05 = .09 
0, — .06 
0; — .03 


By this sequential evaluation proc- 
ess, each objective of the company has 
been given a relative value based on the 
combined judgment of the management 
personnel. These values can now be ap- 
plied to the prospective acquisitions. 


MATCHING ACQUISITIONS 
AGAINST OBJECTIVES 


To determine the extent of which 
each prospective acquisition satisfies the 
company’s objectives, scientific _ tech- 
niques can again be employed to quan- 
tify the judgment of management and 
clarify the decision problem. The pur- 
pose of matching acquisitions and ob- 
jectives is to determine the over-all 
value which might be expected from 
each prospective acquisition, consider- 
ing it in relation to each of the major 







































































objectives. This comparison can be fa. 
cilitated by the use of a mathematical 
model. The model can be filled in by 
placing a value in each box which rep. 
resents the extent to which each acqui- 
sition satisfies each objective. 

The interpretation of these values 
must be established before they are de. 
termined. An arbitrary scale of values 
must first be established such as the 
—10 to 10 which we chose. In our jj. 
lustration, —10 indicates that the ac. 
quisition seriously threatens the objec- 
tive, O indicates that the acquisition has 
no effect on the attainment of the ob. 
jective, and +10 indicates that the ac. 
quisition virtually guarantees the ob. 
jective. 

To demonstrate how a particular 
value was chosen, consider Company A 
and Objective 0. Company A is a large 
company with poor management per- 
sonnel. It would be very unlikely that 
our company would be able to secure a 
20 per cent return before taxes by ac. 
quiring Company A because of the size 
of the investment required and the as- 
sociated shortcomings of the personnel. 
Therefore, this alternative was given 
the value —9. The logic behind the 
other values is similar in nature. The 
completed model with all values is 
shown in Exhibit I. 

Again, the values can be established 
by independent voting of the executives 
and discussion of the resulting rows and 
columns, or they can be individually 
established and the results averaged. 
The expected value can be calculated 
for any particular acquisition by multi- 
plying the value in each box of that 
row by the normalized value associated 
with the corresponding objective, and 
taking the sum of the five products. 
For example, the expected value of 
Company B is: 7(.59) + 2(.23) + 





I tiga wasabi te ss 0(.09) + 4(.06) + 6(.03), or 5.01. 
0; 02 0; 0, 0; 
Five-year MATCHING PROSPECTIVE 
Corporate ACQUISITIONS AGAINST 
Objectives 20% " ” ‘ ‘ POSSIBLE CONDITIONS 
15% Return etter | Go Hig Expecte . ad Race 
Annual | Before} Man- Labor | Quality | Values If ee se MO pe 
Growth | Taxes | agement} Relations} Product | Acquired consequence of making the acquisition 
Associated Value 59 .23 09 06 .03 under various possible conditions of the 
Description of market. In order to evaluate this fac- 
aie i tor, it is necessary to prepare some 
i quantitative data concerning the prob- 
heii abilities that certain future events will 
hae aay 7 aad SFG pare occur. The use of probability is not so 
. “i ant A , ° - ' . — complicated as it sounds. In fact, once 
~ os . the concept is understood, the pe 
i tion is fairly simple and the results wi 
; _ ' P . . ' — contribute significantly to the structure 
Bie’ siosaii x ea of the basic decision problem. Re 
5 7 8 9 P| 6.03 The most significant characteristics 
. 0 of the acquisitions should first be iden- 
essen = lesen tified, to serve as guides for thinking 
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about the effect of future events. These 
characteristics might include the size of 
the company facilities, the quality of 
the management personnel, or other 
similar factors. 

The market (or markets, in the case 
of a diversified company) must be iden- 
tified and analyzed to forecast the prob- 
able future behavior. The market for 
the entire company’s product (includ- 
ing the acquisition) should be consid- 
ered, and it should be determined if 
the acquired company’s product will be 
similar or identical to the parent com- 
pany’s product. If there is a diversifica- 
tion motive involved, the market for 
both companies’ product lines must be 
considered when assigning values within 
the model. Therefore, the diversifica- 
tion model would be similarly con- 
structed but more complicated than the 
single product model. It is assumed that 
normal market research techniques will 
be (or have been) used to develop in- 
formation on these product markets. 

A probability of occurrence can be 
attached to different market conditions 
by observing past trends. However, this 
should be adjusted for the future out- 
look if significant changes are pre- 
dicted. To estimate this probability, 
consider the sales trend at any point in 
time and the outlook for a future pe- 
riod (perhaps, one to three months). 
Then note the behavior at the end of 
the period as one occurrence in a fre- 
quency distribution: By considering 
successive points on the same time axis 
in this manner, the complete frequency 
distribution can be obtained, from 





judgment of our management personnel 
who are making the decision, but this 
is a judgment which can be isolated 
and made fairly easily, within reason- 
able limitations. These probabilities 
should fall within the range of 0 to 1.0, 
with 0 representing no possibility of 
acquiring, 1.0 representing certain ac- 
quisition, and 0.5 representing a “‘tossup”’ 
situation. 

All these probabilities, factor analy- 
ses, and market studies can now be em- 
ployed and considered in a model of 
the combined company situation rela- 
tive to various market conditions. This 
model can be constructed as shown in 
Exhibit Il. 

Although our model is shown with 
values already included, the matrix 
should originally be furnished to the 
executives in its blank form with only 
the alternatives and probabilities noted. 
The values should then be filled in by 
a group discussion process. The arbi- 
trary scale which we.chose for the 
values ranged from —10 to +10. Each 
value should be determined by consider- 
ing the question: If we acquired Com- 
pany Y, what is its value if the market 
does X? 

To illustrate how a typical value was 
determined, consider Company A rela- 
tive to an increase in the market of 10 
per cent or more. This acquisition 
would be particularly desirable in such 
a situation because of its capacity, but 


the shortcomings of its management 
personnel reduce the potential value 
from the maximum attainable. There- 
fore, this combination was given the 
value +7. The values for the other 
combinations were determined in a 
similar fashion. 

After all values have been assigned, 
the expected value of acquiring each 
company relative to the probable market 
conditions can be evaluated. This evalu- 
ation can be made by summing for each 
company the product of each market 
condition and the value associated with 
it. For example, the expected value of 
Company B is: 


0.1(—2) + 0.3(5) + 0.6(6) = 4.9 


The conclusion that can be drawn 
from these values is that Company C 
would be the best acquisition, consider- 
ing the market behavior only. 

The expected values can be adjusted 
to consider both the probable outcome 
of the acquisition attempt and the mar- 
ket trend. The calculation is elementary ; 
the product of the previously calculated 
expected value should be multiplied by 
the probability of acquiring each com- 
pany. The effect of this calculation is to 
include a consideration of both factors 
in the new values. In our example, the 
calculation results in Company B, rather 
than Company C, being considered the 
best candidate for the acquisition at- 
tempt. (Continued on page 340) 
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After estimating the probability of Pm | sow | Each 
any possible future market condition, Probability | Acquisition | Acquisition 
the initial comparison of acquisitions _of Occurring | 0.1 0.3 0.6 | Considering} Considering 
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Ronello B. Lewis tells how to set up your own operating results monthly 


new downtrends or weaknesses in need of corrective action 























to reveal 
THE “RED-FLAGGING” TECHNIQUE is an : . ee ee STEP 3 Enter particulars 
easy device used to ae Divide the particulars into two parts, 
speed up communi- oe . Show sales in the top part and earnings in 2 
e—, cation. It makes re- Red-Fla in the bottom part. Then break sales down 
Le } ports easier to read. , into four to six principal parts or seg- 
Ki It focuses attention ments—like Departments A, B, C, and D 
on weak spots a as shown. Break pretax profits down into | Le 
quickly. It brings the Trouble similar parts, and show a subtotal. Sub- 
impact of the printed page to the atten- cae. tract any unallocated or general expenses. 
tion of the reader in a matter of seconds. Then show lines for total profit before EP 
It establishes ratio and proportion. It ie taxes and per cent to total sales. Subtract P 
gives emphasis where emphasis is due. Re oes , t : federal taxes, which are measured as a — 
By providing easier understanding, it also ee : po S se ratio to pretax profit, and enter net profit. 
brings about a faster meeting of the ~ 7 == | a Show preferred dividends, and subtract 
minds. The cause is pinpointed more 7 Se ee to determine balance of earnings for the | | 
readily. And the basis for corrective ac- ™ common shareholders. Divide by number 
tion is suggested. Thus, a chain of actions of shares outstanding, and enter earnings 
is stimulated. The result is better profits. ; . per common share. S 
Strictly speaking, a red flag is defined sales and earnings monthly against a 
as any division, department, segment or Common base—usually budget, last year, STEP 4 Actual sales D 
part of the business where earnings for Of both—and by highlighting the un- Ent er oe ees od. F 
the month or the period to date are below favorable variances in red. Thus, the ex- n a “Dex ws es ge pt spveg a : 
the budget or below the previous year. It Pression red flag” is true both literally os Eee oe $20 bs . De 
is revealed through the use of the so- 4nd figuratively. Yes, unsatisfactory de- “é 00 add saget : 1 of ie pata D 
called ‘‘better-or-worse” comparisons in Viations from budget, or last year, are $27,500 add tothe total of $97,200. 
which all performances below budget or t¢ported in amount and percentage in the STEP 5 Bud | D 
below last year are highlighted in red, better-or-worse columns, and these col- uaget sales ee 
and this is done both dollarwise and per- umns become an integral part of the top Enter budget sales, or last year sales, T 
centagewise. An illustration of such an Summary operating reports of the com- as the case may be. For example A, B, C, 
approach accompanies this article. pany. ; and D are entered at $20,000; $25,000; aa 
Profits depend on timing. And timing True, the red flag does not give the $25,000; and $30,000 respectively. These 
means taking action early rather than final answer. But it points the way. are footed to the total of $100,000. 
late. Early action stems from early de- Running a business profitably is an in- P 
cision, and early decision stems from teresting game in which efforts are STEP 6 Better or worse 
knowing the facts in time. But the per- heightened in a spirit of competition. The Enter the amount that actual sales are 
tinent facts are not alone those that tell a sore = byes an ef- better or worse than budget or last year, D 
whether a thing is good or bad. Instead, fort an rovides much of the spirit : t ; 
it is perhaps it vital to know the through which it is maintained. A catchy — A’s egy age aye ? 
trend—that is, whether a thing is getting phrase is coined. A door-opener is pro- a 9 B's are a breakeven, C’s are De 
better or worse. Such a trend can be re- vided. And a basis for easy communica-  §5999 below budget, and D’s are $2500 
vealed by making timely comparisons of — tion between top and middle management below budget. The total is down $2500 De 
nr siinigasnceg sei from budget. The last three of the figures | | 
ABOUT THE AUTHOR These are intangible advantages but just mentioned are entered in red to de- 5 
they have practical value in providing a ote worse. 
wholesome climate for greater effort and Le 
understanding. STEP 7 Per cent better or worse oo 
STEP 1 Enter title Divide step six by step five and enter t 
i : per cent better or worse. Show to one % 
Make it short. Show just enough. No point after the decimal. a 
more. No less. For example—sales and LE 
earnings for November 1960. STEP 8 Actual profits 4 
0 
. The illustration shows the proper se- | | 
STEP 2 Enter column headings Princ For example, pretax a are " 
e MR. LEWIS, a member of Control- The first column is invariably the ac- entered—A has $2250, B is $2250, C 
lers Institute of America, is a consultant to tual results for the period. The second $2000 and D $2400. This makes a total Le 
industry with offices at Greenwich, Conn. column should show the budget, if there of $8900 from which general expenses | p— 
He is author of three books published is one. If not, show last year. The re- of $1100 are subtracted, leaving a profit BA 
by Prentice Hall, Inc.—Accounting Re- maining two columns are for showing before taxes of $7800. This amount 1s 
ports for Management, 1957; Financial comparisons, both in dollars or percent- divided by total sales to show a ratio of \ 
Analysis for Management, 1959 and ages, of actual results against the budget 8.0 per cent and federal taxes of $3900, em 
Profit Planning for Management, 1960. or last year. (Continued on page 332) EA 
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WORKSHEET © 
tion 
TITLE STEP | SALES AND EARNINGS FOR NOVEMBER 1960 
Parts. 
1gs in — 
d , 
eh COLUMNS STEP 2 ACTUAL BUDGET BETTER OR WORSE 
nd D 
1 into _—_— 
Sub- 
enses. ——— 
= PARTICULARS DOLLARS DOLLARS DOLLARS % 
C 
as a eee 
>rofit, ; STEP 3 STEP 4 STEP 5 STEP 6 STEP 7 
btract 
yr the 
imber 
nings é 
SALES 
Department A 25,000 20,000 5,000 25.0 
_F 
plus | | Department B 25,000 25,000 “ = 
ais Department C 20,000 25,000 5000 20.0 
Department D 27,500 30,000 2,500 8.3 
“ye 4 TOTAL SALES 97,500 100,000 2,500 2.5 
000: 
These 
PROFIT STEP 8 STEP 9 STEP 10 STEP 11 
es _ Department A 2,250 2,000 250 12.5 
yeat, 
pris Department B 2,250 2,500 250 10.0 
above 
s are Department C 2,000 2,500 500 20.0 
62500 
$2500 Department D 2,400 3,000 600 20.0 
igures —— 
bo de SUBTOTAL RES RE 8,900 10,000 {.100 11.0 
Less general expense 1,100 1,000 1 100 10.0 
pam TOTAL BEFORE TAXES 7,800 9,000 1,200 13.3 
0 one % to total sales 8.0% 9.0% XXX XXX 
LESS FEDERAL TAXES 3,900 4,500 600 13.3 
% to pretax profit 50% 50% XXX XXX 
Cr SC- 
0. C._ | | NET PROFIT : 3,900 4,500 600 13.3 
. total Less preferred dividends 500 500 _ ~ 
penses 
profit || BALANCE TO COMMON 3,400 4,000 600 150 
uf 
tio of Number of shares 20,000 20,000 ne as 
3900, 
EARNINGS PER SHARE 17¢ 20¢ 3¢ 15.0 
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ANOTHER WAY TO BRIGHTEN THE PROFIT PICTURE? 


When all, or nearly all, the “trouble spots’’ have been 
red-flagged and corrected; when all the well-known tools 
of financial management—cost accounting, budgeting, au- 
diting, and financial reporting—have been sharpened and 
refined; there remains one avenue to profit improvement 
which the financial executive may have just begun to fully 
explore. This, according to Management News, involves 
the proper internal management of cash. 

One of the first requisites for a cash management pro- 
gram is the development of an analysis of all items affecting 
the cash flow, reported the American Management Asso- 
ciation magazine in its April issue. When this is done, a 
pattern will emerge reflecting cash excesses and deficiencies, 
and policy and procedure changes to improve cash 
utilization may be worked out. The company will frequently 
find it possible to accelerate cash receipts and improve the 
timing of disbursements. It will then be in a position to 
reap its full share of the rewards of investing its cash, in 
excess of equitable and reasonable bank deposit levels, in 


short-term securities. 





or 50 per cent of earnings, are subtracted. 
The remaining net profit is entered at 
$3900. After subtracting preferred div- 
idends at a monthly rate of $500, this 
leaves $3400 for the 20,000 common 
shares outstanding, or an average profit 
of 17 per cent per common share. 


STEP 9 Enter budgeted profits 
Repeat the above steps for the budget, 
or last year, as the case may be. 


STEP 10 Show better or worse 

Compare steps eight and nine. Where 
actual results are better than budget, or 
last year, show the difference in black. 
Where actual results are worse, show the 
difference in red. Foot and prove. 


STEP 11 Enter per cent better or worse 

Divide step ten by step nine and enter 
per cent better or worse. 

The accompanying report shows only 
two favorable comparisons. One is De- 
partment A where sales and profits are 
above the budget. The other is federal 
taxes which are down $600 from budget. 
But, this is small consolation, since the 
reduction stems from smaller earnings. 
Four other instances are red flagged for 
immediate attention and—let us hope— 
prompt corrective action. These are: 


1. Department B where earnings are 
down 10 per cent; 
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2. Department C where sales and earn- 
ings are off 20 per cent; 

3. Department D where earnings are 
down 20 per cent with a reduction of 8.3 
per cent in sales; and 

4. General expenses, up 10 per cent 
despite the over-all decline in sales. 


This is an important message. But 
more important than the message itself 
is the impact with which it is delivered. 
As an easy means of communication, the 
worksheet or report accompanying this 
article contains a dozen or more unique 
features. Eye appeal and easy reading are 





thus enhanced. For example, note that the 
report follows organization lines, giving 
strong emphasis to actual-versus-budget 
comparisons and significant ratios, The 
title is short, the column headings are 
easy and the particulars follow a logical 
sequence. The report contains several parts 
or sections, and these appear in boxes, 
separated by gutters. Other aids to read- 
ing are found in the lateral and vertical 
guide lines, in the alternate use of upper 
and lower case type and in the spacin 
of particulars to provide relative emphasis 
and quick orientation for the busy ex- 
ecutive to whom the report is directed. 
The so-called better-or-worse treatment is 
a handy device used in highlighting weak 
spots, providing reporting in red of all 
segments that show up worse than the 
budget, or last year. Thus, attention js 
directed quickly to the exceptions that are 
most in need of review. In this way, the 
business is given more than a mere con- 
versation piece. It is given a basis for 
action. As a result, new downtrends are 
revealed in their earliest stages, and cor- 
rection is made before too much damage 
is done. 

Enlightened business is recognizing the 
need for clarity in reporting as a basis 
for getting things done. The report il- 
lustrated here is only the top sheet in a 
possible series of reports. As such, it 
might be called by several names such as 
“flash report” or ‘‘red-flag report’ and 
so on. Time is of the essence in the use 
of all flash or flag figures of this kind. In 
most cases, a sheet such as this would be 
issued by the fifth calendar day, covering 
the month preceding. And this would be 
followed quickly by the issuance of sup- 
porting sheets, in a similar format, show- 
ing the underlying detail. Such a trend 
toward speed and clarity in reporting is 
doing much to assist those who are re- 
sponsible for profits in the business enter- 
prise. 





SIXTEEN WAYS TO MAKE 
YOUR REPORTS EASIER TO READ 


Follow organization lines 
Show budget comparisons 
Report significant ratios 

Use short headings and titles 
Select easy column headings 
Use uniform particulars 

Use guide lines 


Divide the report into boxes 


Use upper and lower case 
Show “better-or-worse”’ 
Make it add down 

Make it check across 
Report in round dollars 
Use color 

Use uniform paper 


Emphasize important elements 
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“Men in Data Processing,” No. 3 of a series 
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11” x 14” print, suitable for framing, : 


available upon request. 


Working into the night, men in data processing rely on MAC Panel 
products to help compile the vital facts needed by morning. 





A DIVISION OF ADAMS-MILLIS CORP, 






MAC PANEL COMPANY, High Point, North Carolina @& 


Representatives throughout the United States, in Canada, Latin America and Europe 





PROBLEM: 





to process away-from-home claims 
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for 88 Blue Cross Programs 














SOLUTION: 





a Western Union Private Wire System 


Health insurance has become as wide- 
spread as the Blue Cross insignia. . . 
with 56,000,000 people in the United 
States, Canada, and Puerto Rico in- 
sured by 83 participating plans. Be- 
cause Blue Cross protection travels 
with subscribers everywhere, a serious 
communications problem arose for this 
fast-growing organization: How to proc- 
ess out-of-area claims with all possible 
accuracy and speed. 

A Western Union Private Wire Sys- 


tem was the answer. Now—to process 
23,000 claims daily—46,000 written 
messages travel over 22,000 miles of 
wire. Claim “okays” that formerly 
took hours now take minutes. 

Through the work-saving advan- 
tages of this Western Union Private 
Wire System, Blue Cross Headquarters 
estimates savings of $975,000 a year 
on claim-processing alone. 

So useful has this system proved for 
all inter-Plan communications that 


capacity was raised recently to 216,000 
words per day. That’s an increase of 
almost 500% over 1959. 

Couldn’t your company—like Blue 
Cross—save both time and money and 
provide better service with a Western 
Union Private Wire System? It will be 
a system specifically designed for your 
company’s communications needs. 

For all the facts, without obligation, 
wire collect to: Western Union, Private 
Wire Division, New York, N. Y. 














ae 
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10:52 A.M. Request for claim information 
Is sent over a high-speed Duplex System, 
Which permits simultaneous sending and 
receiving, from any of 107 offices. 


How Blue Cross claims can be serviced from 50 states, Canada and Puerto Rico 





10:54 A.M. Received at Blue Cross Private 
Wire ‘“‘Braincenter” in New York City, 
message is instantly forwarded to member- 
plan covering patient. 









10:59 A.M. Wire reply comes back to 
“Braincenter’’ from local Blue Cross plan 
on perforated tape, and is then imme- 
diately relayed to the originating hospital. 


WESTERN UNION... first in Private Wire Systems 
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FINANCIAL 
EXECUTIVE? 


ELECTRONIC DATA PROCESSING 
AND AUDITING* 


By Felix Kaufman 


Dr. Kaufman has exerted much effort 
to record, in a well-connected fashion, 
the many links that make up the com- 
puter chain from data input to document 
output. He has quite skillfully de- 
scribed the control features in an under- 
standable manner. The author has long 
felt the need for a manual that would 
be concerned primarily with the control 
aspects of data processing. 

The title indicates that the book is 
pointed toward the public or internal 
auditors. Notwithstanding, anyone in- 
terested in acquiring “know-how” con- 
cerning this new neighbor who lives 
mext door and is fast becoming a per- 
manent part of our lives, will gain from 
this book. However, the book is of little 
value to the computer sophisticate. 

Our author assumes that his reader 
has a reasonable understanding of 
punched cards or other input media. 
For the uninitiated, punched cards rep- 
resent the most common input medium 
to magnetic tape, except in such special- 
ized applications as banking and retail 
operations. For example: One aviation 
company, with a large computer in- 
stallation, transcribes about 95 per 
cent of its data from source records to 
punched cards prior to incorporation on 
magnetic tape. 

Dr. Kaufman starts his story with this 
statement: ‘. . . Control-conscious in- 
dividuals are bothered, or at least per- 
plexed, because electronic data process- 
ing may have such a profound effect on 
the external aspect of the paper-work 
world. ... The effect of electronic 
data processing on internal control is, 
perhaps, the most important topic in 
this work.” 

So as to clearly indicate the extent of 
Dr. Kaufman’s research for this book, 
the reviewer will not restrict these com- 
ments to his opinion, but will include 
a synopsis of the author's story. 

Now the story unfolds. We learn 


about the general terminology of com- 
puters. This chapter is not a glossary of 
technical terms used by the programmer, 
but an interesting description of the 
general terms we all need to know in 
order to have some understanding of 
computers; such as: programming, 
record, file, transaction, updating, hard- 
ware, on-line, off-line, storage, access, 
tape system. This description is followed 
by an explanation of such terms as: 
peripheral operations, processing, arith- 
metic, control, matching, copying the 
files. 

Next we learn about the planning 
necessary for a successful installation, 
which should incorporate a complete 
statement of the procedure including all 
exceptions in language understandable 
to the auditor and to the nontechnical 
person; process, computer and program 
flow charts; automatic programming; 
controlling programs; console control. 

When we have assimilated this gen- 
eral background (this is done in a non- 
technical fashion), we are ready to 
examine the following general areas of 
application: payroll, sales, accounts re- 
ceivable, cash receipts, purchases, and 
cash disbursements. In each case, a chart 
reproduces the activities and operations 
as described in the 1949 pamphlet pub- 
lished by the American Institute of 
Certified Public Accountants and asso- 
ciates with these a representation of the 
data flow in the EDP system which 
crosses departmental lines. The charts 
are augmented by outlines of the capa- 
bility of the computer to integrate the 
entire function as a single operation. 
This principle is sometimes called the 
“total systems concept.” 

The applications, as outlined by the 
author, are quite comprehensive and de- 
serve mention here. 

In the payroll application, the pro- 
gram would include: maintenance of 
payroll files, preparation of checks, 
timekeeping, reconciling dual reports, 
labor distribution, personnel files. 


REVIEWED BY 





DAVID R. DOWNING 


formerly a division comptroller 
of Allied Chemical Corporation, 
New York, and now director of 
computer applications. He is a 
member of Controllers Institute. 


In the sales application, the program 
would include: editing of incoming 
orders, credit review, recordkeeping 
prior to issuance of invoice, inventory 
control, sales analysis. 

In the accounts receivable ap plication, 
the program would include: invoice 
processing, credit, statement prepara- 
tion, special debits and credits. Cash re. 
ceipts would become a part of this 
program. 

In the purchase application, the pro- 
gram would include: the status of open 
orders, vendor performance, inventory 
control with replenishment advice, re- 
quest for quotation, purchase order, 
commitments, follow-up, receipt of 
material, approval of vendor's invoice, 
accounts payable, expense distribution, 
budget comparison, issuance of check. 
Cash disbursements and check recon- 
ciliation procedure would become a 
part of this program. 

The foregoing chapters on applica- 
tions definitely indicate the possibilities 
to one of foresight and patience, and 
should be the goal of anyone installing 
a computer. However, the author does 
not emphasize the magnitude of the 
task. (There will be many times when 
you will wish to trade positions with 
the receptionist. ) 

Now that we have acquired some 
understanding of computers and their 
possibilities as to applications, we are 
ready to consider their reliability. The 
natural reliability of digital computer 
circuits is of the highest order. This re- 
liability is the result of several factors 
and is illustrated quite clearly by the 
author. For example: many electrical 
devices operate over a range of condi- 
tions, but a computer component is like 
a light switch. It is generally operative 
or inoperative. This type of explanation 
extends to other parts of the computer 
complex: namely, parity checking, echo 
checking, dual heads in the tape unit, 
dual circuits, complementation. 

We just mentioned natural reliability. 
There is also system reliability or system 
accuracy. Accuracy is achieved through 
incorporating in the program a series of 
instructions for specific purposes, such 
as catching errors. For example: 
are number 13452 shall be priced 
etween 70¢ and 80¢. (Programming is 
the set of instructions placed in the 
computer by the operator to accomplish 
a certain job, such as preparation of cus- 
tomer invoices.) The author, at this 
point, speaks of redundancy in program- 
ming as a control feature. Redundancy 
in programming should not be neces- 
sary in a well-conceived program. 

Dr. Kaufman’s description of the 
accuracy that can be programmed into 
the electronic system is well written. A 

(Continued on page 338) 
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All about MAGNETIC INK PRINTING 0423456? 641!" 
04234567 Send for a free copy of this MOORE booklet 


Want to know about this new system of coding checks? 
Do you wonder what the effect of magnetic ink printing 
will be on your checks and their design? Moore’s short 
readable booklet answers questions such as: 


Why are banks changing to Magnetic Ink Printing? 

Will ‘character sensing’ soon govern the handling of all 
checks? Are there exact specifications for placing 

and printing coded information? What new machines are 
introduced into check processing? Even if you 

aren’t interested now, should you take steps to avoid 
needless expense in check printing later? 


This interesting Question & Answer booklet is yours 
for the asking—just send the coupon at right. 
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Moore Business Forms, Inc. 
900 Buffalo Avenue 
Niagara Falls, New York 


Please send me, without obligation, a copy of your 
new booklet on Magnetic Ink Printing. 
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high degree of importance should be 
placed on this section for the following 
reasons : 


(a) An understanding of the accura- 
cies of the equipment and the 
controls that can be programmed 
into these systems will give the 
auditors a basis for determining 
the degree of control incorpo- 
rated into the system they are ex- 
amining; 

Once the auditors are aware of 
the accuracy of this equipment, 
they can develop audit programs 
for use by both internal and in- 
dependent auditors. 


(b) 


At this point we are ready to con- 
sider operation of the computer com- 
plex. As you know, the whole system 
depends upon data stored on magnetic 
tapes. All reasonable steps must be taken 
to eliminate errors in tape handling. 
For example: should a reel of tape 
containing current up-dated data be placed 
in an output tape station, all the current 
data would be erased and the data from 
the computer would be placed thereon 
in, its place. Incorrect labeling of reels 
could create chaos. Control of all input 
and output records is extremely im- 
portant, as it is not possible to visually 
examine magnetic tape as it was possible 
to examine punched cards. 

Next we will consider internal con- 
trols which are classified by the author 
as follows: proof total techniques, com- 
parison of separate source data, physical 
checks. 





Proof total concepts should be limited 
to data sources outside the sphere of 
the computer. At times, it may be more 
practicable to use the batching process 
rather than the proof total concept. To 
simplify later processing of data, the 
editing and balancing function is 
usually performed before the regular 
computer operations. Comparison of 
separate source data can be made by 
independent parties, if properly planned. 
However, most of such comparisons can 
be accomplished by the computer, if 
properly programmed. 

Physical checks, such as counting, can 
be incorporated in a computer pro- 
gram and used in comparison with book 
records. 

One other phase requires attention. 
One should establish that the program 
in use was developed by authorized 
personnel and will do what it purports 
to do. 

And now we consider the final 
chapter—the auditor and audit trail 
conditions. In non-EDP system, the 
printed or written records have generally 
sufficed for audit purposes. However, 
in magnetic tape and in random access 
systems, current records cannot be ex- 
amined visually. To place hard copy rec- 
ords in the hands of the auditor may 
effect a hardship on the computer 
schedule unless the request is carefully 
planned. Therefore, the auditor should 
familiarize himself with the computer 
schedule. 

This chapter on audit trail conditions 
covers, for the most part, a negative ap- 
proach to the problems that now con- 








DR. KAUFMAN ON THE EFFECTS OF EDP ON INTERNAL CONTROL* 


When a computing machine takes over a series of clerical 
steps, it appears to violate the separation principle of in- 


ternal control . 


. {But,} in fact, the kind of control 


attributed to separation is heightened by electronic data- 
processing machines. The explanation of this proposition 


follows. 


There are two ways to be inaccurate: deliberately and 
inadvertently. Deliberate errors require planning; and if 
the plan is executed in the presence of effective control, it 
also requires collusion. Computers do not plan and cannot 
collude. The computer can make inadvertent errors because 
of the failure of its circuits to operate properly. However, 
there are devices and programming methods to deal with 


these errors . 


The rationale for abandoning the principle of separation 
here is found in the impersonal attitude of the computer. 


* From an article in the June issue of the Journal of Accountancy. 
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front the auditor and that will increase 
as EDP becomes more sophisticated and 
Operates principally on the exception 
principle. Dr. Kaufman did not attempt 
to explain how the independent and 
internal auditors could use this accurate 
equipment to expedite an audit. There 
are several operations that do not re. 
quire judgment on the part of the 
auditors but must be performed during 
an examination. These functions can be 
processed on an electronic system. Just 
a few of these steps are preparation of 
confirmation requests, reconcilements of 
subsidiary ledgers, control accounts and 
selection of items for further examina- 
tion. 

The reader should find, as the re- 
viewer did, that Dr. Kaufman’s book 
will truly aid in the development of a 
better understanding of the problems in 
electronic data processing and in in- 
ternal control. 








* Published by the Ronald Press Company, 
15 East 26th Street, New York 10, N. Y. $6.00. 


MANAGERIAL STATISTICS 
(Second Edition) * 


By Kermit O. Hanson and 
George J. Brabb 


This book deals with sources of data 
and methods of analysis useful to man- 
agement in planning and controlling 
organizational activities. In presenting 
the elementary techniques used in statis- 
tical research, the authors adopt a non- 
mathematical approach and stress only 
those methods which have direct, prac- 
tical application to business manage- 
ment. 

For the Second Edition, material on 
control charts has been expanded to 
show how such charts can be used in 
controlling time series forecasts, re- 
gression forecasts, and budget activities, 
and the chapters on other charts and 
tables have been revised and expanded 
to include a new section on the con- 
struction and use of ratio (semilog- 
ar‘thmic) charts. 


* Published by Prentice-Hall, Inc., Engle- 
wood Cliffs, N. J. $9.25. 





WANTED! 


CONTROLLER MAGAZINES 
JUNE 1960 and JANUARY 1961 


We're sold out again—on these is- 
sues! If you have an extra copy that 
you would part with after you read 
it, we'd welcome receiving it to en- 
able us to provide a complete year 
for those who may want a “back 
copy subscription” or to fill “single 
copy” orders. Thanks! Send to the 


CIRCULATION MANAGER 
THE CONTROLLER 
Two Park Avenue, New York 16, N. Y. 
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an average printer 


Printing is a tough, all-important job 
in business data processing. This new 
high-speed printer will handle any- 
thing that normally would run through 
an electronic data processing system 
... up to 67% faster than previous 
RCA printers, standard or wide forms. 


Available for the RCA 301 and 601 
EDP Systems, here’s what this new 
printer will do: 


e Operate up to 1,000 lines per minute 
when printing 47 different characters. 


e Operate up to 800 lines per minute 
when printing 64 different characters. 

e Printing is done at 10 characters per 
inch 


Printing alignment and print quality 
are excellent. 


e An original and 5 highly legible 
copies can be made. 


To handle wide forms, an optional 160 
position print head is available, as well 
as the standard 120 print positions. 


Introduction of the new high-speed 
printer, achieving new economics in 
EDP printing, is another example of 
RCA’s responsiveness in meeting your 
needs for better EDP results at less 
cost. For information write RCA Elec- 
tronic Data Processing Division, 
Camden 8, New Jersey. 








The Most Trusted Name 
in Electronics 
RADIO CORPORATION OF AMERICA 
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PART II—CRANE 


(Continued from page 329) 


OPTIMUM ACQUISITION STRATEGY 


If the acquisition desires of our com- 
pany become known to a competitor, 
the competitor may review his own 
position and decide to pursue the same 
prospects or he and others may already 
be doing so, particularly in a single- 
product situation where certain com- 
panies are considered to be particularly 
desirable merger candidates. In the 
event that this situation occurs, mathe- 
matical techniques can again be em- 
ployed to determine the optimum competi- 
tive strategy. The particular technique 
involved is the Theory of Games. It 
is applicable to any situation which 
involves opposing forces, each of which 
has an identical set of alternative moves. 
Analytical techniques are now available 
for many simple varieties of games, but 
unfortunately the mathematics of solv- 
ing more interesting and difficult games 
becomes quite cumbersome as the size 
,of the games increases. 

Many business situations can be 
analyzed as competitive games to improve 
the insight of the executives involved 
and possibly increase the probability 
of a favorable outcome. By view- 
ing a situation as a game, competitive 
moves can be anticipated and countered. 
Thus, even though game theory is still 
in its infancy with respect to problem- 
solving capability, when applied as an 
analytical tool, it can still contribute 
significantly to the outcome of im- 
portant decisions. 





In the previous analysis of our ex- 
ample, it became apparent that Com- 
panies B and C were both fairly equal as 
desirable candidates for merger, while 
Company A was eliminated from con- 
sideration. In the event that a principal 
competitor had reached the same con- 
clusion, an ideal game situation would 
result. The conflict situation is readily 
apparent, consisting of two persons op- 
posing each other with each person hav- 
ing the same three alternatives or 
moves: (C), (B), or (B and C). It 
might be desirable to approach either 
Company B or Company C individually, 
but once one was chosen and ap- 
proached, the likelihood of getting the 
other would be reduced in the event 
that the first approach was unsuccessful. 
The advisability of making either one 
of these two choices will be evaluated 
in our game, together with the alterna- 
tive of approaching both companies at 
the same time. It would be possible, of 
course, to test a large variety of alterna- 
tives, but from our previous analysis, 
these three appear to be the most inter- 
esting. 

Essentially, by playing this game, we 
are trying to determine the best strategy 
to pursue in competing for the com- 
panies. For the purposes of the game, 
the best strategy will be the one which 
guarantees us the maximum pay-off 
over the long run. Since each player will 
probably only have one move in our 
game, the possibility of playing various 
moves according to the odds, which 
would insure our maximum long-run 
gain, is not available to us. However, 
studying the game may still be a valu- 
able exercise. 

In the normal technical terminology, 
this game would be called a two-person 
zero-sum game. One of the prerequisites 
of such a game is that any pay-off to one 
of the opponents (persons) must be at 
the direct expense of the other. Our 
objective will be to maximize our gain 
in terms of pay-off, while our opponent 
will attempt to minimize his losses. 


EXHIBIT Ill 





Competitors’ Moves | 


Assuming that the most favorable al. 
ternative for both persons would be to 
acquire both B and C, it is not difficult 
to understand the zero-sum definition— 
what one person gains, the other must 
lose. 

The first step is to assign values to 
each combination of moves. To select 
these values, we must consider nine 
questions similar to this one: 

If we choose Company C and they 
choose Company B, what is the pay-off 
to us? 

In our example, such a move would 
probably allow us to realize the full 
value of Company C, which was calcu- 
lated in the previous example as about 
6. The result of our move B versus their 
move C could be calculated as 5 in the 
same manner. If we had chosen C and B 
with the objective of getting both and 
they had chosen either C or B, our pay- 
off might be slightly higher than the 
pay-off for choosing either one indi- 
vidually, because we would almost cer- 
tainly get one acquisition and have an 
equal chance of bidding for the other. 
Accordingly, these pay-offs were each 
judged as 7. The diagonal pay-offs, 
representing the three moves where 
each opponent is bidding directly 
against the other, have been set at low 
values to reflect the obvious uncertainty 
and undesirability of such situations, 
The other values were placed on the 
arbitrary scale of 0 to 10 by similar 
judgments, which are not too difficult 
to make, particularly in real situations 
where more detailed knowledge of the 
competitor and the situation is available. 

The game matrix, with all values filled 
in, is shown in ExhAzbit II. 

To realize the full value of the game 
analysis, after all pay-offs have been de- 
termined, we must calculate the opti- 
mum strategy for each opponent and 
the theoretical value of the game. By 
careful examination of our game, we 
can see that there is no single move 
which is always best for either of the 
two players. Such a condition would be 
called a “saddle point” and would 
greatly simplify the play if it were 
present, because the best strategy for 
either player would be to always play 
this one move. 

However, since our game is not one 








| C dB | Odds of these most simple cases, we conclude 
a | Gao tet that the best strategy for each player 
a - —, mae a ai will be a “mixed”’ strategy; i.e., to play 
o . 3 | 4 various moves alternately, depending on 
6 | the odds associated with each move. The 
= B | 5 | 4 method for calculating the odds to be 
5 | used in these mixed strategies can be 
ctieieiad : found in various books on Game 
: : Theory. The original development work 
Odds 1 2 on the theory was performed and pub- 
(see text) (Continued on page 342) 
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The New President 


ARTHUR L. 


ARTHUR L. BOSCHEN, vice president-fi- 
nance, Richardson-Merrell Inc. (formerly 
Vick Chemical Co.), New York, was 
elected president of Controllers Institute 
of America by unanimous vote of that or- 
ganization’s board of directors. The elec- 
tion took place at a meeting of the board 
of directors on June 8, 1961 in conjunc- 
tion with the Institute’s 1961 Northeast- 
ern Area Conference, held at the Lake 
Placid Club, Lake Placid, N. Y. Mr. Bo- 
schen will serve as president for the Insti- 
tute’s fiscal year 1961-62, which begins 
September 1, 1961. 

The new president has been a member 
of Controllers Institute since 1942. He 
served on its board of directors, 1950-53, 
and during that period was chairman of 
the Executive Committee, 1951-52, and 
vice president, 1952-53. 

He was president of the New York 
City Control, 1947-48, and held the office 
of general chairman of the Institute’s 17th 
Annual Conference in New York in Oc- 
tober 1948. In 1956 he served as vice 
chairman of the CIA 25th Anniversary 
Conference in New York. 

In the six-year period, 1954-60, Mr. 
Boschen was a trustee of Controllers In- 
stitute Research Foundation, and for two 
years in that period, 1955-57, a vice pres- 
ident of the research group. He is cur- 
rently chairman of the Review Panel of 
the CIRF research project on “Measuring 
the Effectiveness of Marketing Costs,” 
which will be published later this year. 

Mr. Boschen began his business career, 
after attending Cornell University, as a 
credit reporter and analyst for Dun & 
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BOSCHEN 


Bradstreet in 1932. He joined Vick 
Chemical Co. (former name of Richard- 
son-Merrell Inc.) as a junior accountant. 
In 1942 he was appointed acting comp- 
troller, and a year later was elected comp- 
troller. He became vice president and 
comptroller in 1953 and was elected vice 
president-finance in 1959. He is a director 
of the Reinsurance Corporation of New 
York and several Richardson-Merrell sub- 
sidiaries. 

The president-elect lives in Rye, N. Y., 
and is a member of the American Yacht 
Club, of which he is treasurer and a for- 
mer trustee; a member of the Cornell 
Club of New York, as well as former 
treasurer and trustee of the Presbyterian 
Church in the town of Rye. 


FRANK S. CAPON, 1960-61 president of 
Controllers Institute, the first Canadian to 
hold that position, now moves to the 
chairmanship of the board on the same 
date. Mr. Capon is vice president of Du 
Pont of Canada Ltd., Montreal, Quebec. 


ROGER A. YODER, vice president-finance, 
Detroit Steel Corporation, Detroit, Michi- 
gan, who served as chairman of the board 
for 1960-61, was made a director at large 
for a period of two years. 


TREASURER for the fiscal year, 1961-62 is 
Victor L. Persbacker, comptroller, Ameri- 
can Brake Shoe Company, New York 
(re-elected). 


ASSISTANT TREASURER for the 1961-62 
term is George N. Farrand, treasurer, 
Young & Rubicam, Inc., New York (re- 
elected). 
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lished by Von Neumann and Morgen- 
stern. Later works have explained the 
basic elements of the theory in less 
mathematical terms which can easily be 
followed. 

If we examine the odds that have 
been calculated for the game, we can see 
that the best strategy for our company 
is 4:4:1, while the best strategy for our 
competitor is 1:0:2. If each player fol- 
lows his best mixed strategy he will 
insure that over the long run the results 
will be as favorable as possible to him 
(maximum gain or minimum loss), and 
that the net value over the long run will 
be the value of the game from the odds 


THE CONTROLLER 


AREA VICE 


At the meeting of the board of directors 
of Controllers Institute held in conjunc- 
tion with the Northeastern Area Confer- 
ence at Lake Placid, N. Y., the following 
members were elected as area vice presi- 
dents: 

Northeastern Area—Harold L. Gebike, 
secretary-treasurer, Electro Refractories & 
Abrasives Corp., Buffalo, N. Y. 

Eastern Area—Gerald L. Phillippe, comp- 
troller, General Electric Company, New 
York. 


North Central Area—Paul R. Langdon, 






HAROLD L. GEBIKE 


Northeastern 





LELAND K. MACFARLAND 
Southern 


GERALD L. PHILLIPPE 


Eastern 





HERBERT F. WALTON 
Midwestern 





PRESIDENTS 


manager-finance and accounting, Battelle 
Memorial Institute, Columbus, Ohio. 
Southern Area—Leland K. MacFarland 
secretary-treasurer, Kingwood Oil Com. 
pany, Oklahoma City, Okla. 
Midwestern Area—Herbert F. Walton 
vice president, Allstate Insurance Com. 
pany, Skokie, Illinois. 
Western Area—Stanley B. Murray, Vice 
president and controller, M.J.B. Company, 
San Francisco, California. 

The vice presidents will assume office 
on September 1, 1961 for one year. 









PAUL R. LANGDON 


North Central 





STANLEY B. MURRAY 
Western 





and the pay-offs, the value of our game 
can be calculated at 414. Because this 
value is greater than zero, the game is 
plainly unfair to our competitor. 

As we have already discussed, a 
mixed strategy is of little value to us be- 
cause the game will probably only con- 
sist of one move. Thus, the solution 
does not tell us exactly which move to 
choose. However, it does tell us that if 
our competitor chooses Company B, he 
will be making his worst possible move, 
because it does not enter into his best 
mixed strategy. This knowledge will be 
significant if we are playing against an 
unenlightened competitor. We can only 
hope that he did not read this paper. 


To summarize, let us consider what 
the application of scientific methods and 
mathematics contributed to the acquisi- 
tion decision problem that we have illus- 
trated. It is apparent that the scientific 
method did not solve the problem or 
make the decision itself, contrary to the 
fears of many thinking businessmen. 
However, it did aid in structuring the 
decision, clarifying the relationships in- 
volved, and revealing the sensitivity of 
pertinent factors. By measuring values in 
a quantitative manner and introducing 
the concept of probability, the scientific 
method helped to bring logic and in- 
sight into this otherwise intangible de- 
cision problem. 
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Director of Finance 





Copyflo’11 Printer saving Hughes *300,000 a year 





A Copyflo 11 continuous printer is sav- 
ing Hughes Aircraft Company more than 
$300,000 a year in the reproduction of 
engineering drawings, correspondence, 
reports, and administrative documents. 
Engineering prints, however, form the 
bulk of the copying work. 

So fast is the Copyflo continuous print- 
er in comparison to manual reproduction 
methods previously used that Charles 
Huestis, Hughes’ treasurer, says, “It puts 
the reproduction of copy on an auto- 
matic basis.” 

This is scarcely an overstatement. A 
Copyflo continuous printer automati- 
cally turns out a different 844”x11” print 
every three seconds, an 11”x17” print 
every six seconds. 

A Copyflo continuous printer auto- 
matically produces—at the rate of 20 
linear feet a minute—dry, positive prints 


or offset paper masters, ready for im- 
mediate use. The machine operates on 
the principles of xerography—clean, fast, 
completely dry—copying anything writ- 
ten, printed, typed, or drawn. 

Copyflo printers reproduce from orig- 
inal documents or from microfilm. They 
enlarge, reduce, or copy size to size, and 
use ordinary paper. 

The volume of your daily copying may 
well justify a Copyflo continuous print- 
er, too. Why not find out now how much 
you can expect to save in time, money, 
space, and materials? Let our trained 
systems and procedures man make a 
free analysis of your paperwork-dupli- 
cating needs. Write XEROX CORPORATION 
(formerly Haloid Xerox Inc.), 61-127X 
Haloid St., Rochester 3, N.Y. Branch of- 
fices: principal U.S. and Canadian cities. 
Overseas: Rank-Xerox Ltd., London. 


push the button 
and copies flow! 


XEROX 


CORPORATION 











How often have you wanted to peer into the future... 
see the probable results of your inventory policy? 
Now you can. An IBM data processing technique— 
Inventory Management Simulation—establishes 
the computer as an invaluable management tool 
for problem solving and decision making. 

This technique lets you test and evaluate alter- 
nate plans electronically without disrupting pres- 
ent operations. In effect, it lets you turn hindsight 
into foresight. 


Simulation is performed by creating within the 
computer a mathematical model of an inventory 


control system. Then the model is subjected to 
various demand situations. In every case, the com- 
puter reports what would have happened had this 
particular system been used to handle each situa- 
tion. Of course, both the model and the demand 
factors can be endlessly varied. 


Here’s the important thing: Through simulation, the 
trial-and-error method of determining a course of 
action is performed within the computer—not 
during the course of your firm’s business. This 
gives you a fast way to test plans under a wide 
range of conditions before actually putting them 
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LOOKING AHEAD. Management has run a computer simulation of a proposed inventory plan. Company executives (above) now 
examine charted results showing how the plan might work, what problems might arise, where improvement might be sought. 
Print-out sheet (below) from an IBM computer contains facts needed to judge long-range results of a given inventory con- 
trol plan. Inventory Management Simulation takes much of the guesswork out of planning. 


to use. Unprofitable or inadequate courses of ac- 
tion show up in advance. You avoid them. And you 
select with confidence the system best suited to 
your firm’s objectives. 


Getting started. If you are an IBM customer, you 
can take advantage of the Inventory Management 
Simulation Program at once. IBM helps you collect 
the facts you need...and helps you set up a com- 
puter program to analyze them. 

Ask your IBM representative to show you how 
this new technique can uncover your most effective 


inventory policy. 
I B M ® 


DATA PROCESSING 














They say that once there was a statis- 
tician whose firm had just put him in 
charge of anew computer. 

Amazed at the speed and accuracy of 
the machine in solving complicated prob- 


lems, he decided to put it to the ultimate 
test by asking this tough question: “Is 
there a God?” 

The machine answered: 
now.” 


“There is 


Management Looks at Computopia 


DUDLEY BROWNE, 
vice president-finance of 
the Lockheed Aircraft 
Corporation, Burbank, 
California, addressed a 
recent meeting of the 
Univac Users Associa- 
tion as follows: 





Fellow users of EDP equipment: 

For the moment, let’s let others hold 
the technical discussions. Let us instead 
just browse around in computerland for 
a few minutes and indulge in some idle 
speculation about the road ahead. 

I have coined a word—'‘Computopia” 
—to suggest the promised land to which 
the prophets of data processing are lead- 
ing us. I confess I do not know the exact 
outlines of this brave new world. Nor, I 
think, do the prophets themselves. But 
prophets seldom do. In this, as in so 
many other things, we proceed by faith, 
and those of us whose vision is blurred 
and whose hearts are uneasy must quell 
our fears and follow bravely those who 
lead the way. 

But let me reassure you. If my own vi- 
sion is somewhat dim, I am nevertheless 
on the side of the Computopians. The ad- 
vances made in the development and ap- 
plication of electronic data-processing sys- 
tems in the last decade leave no doubt 
that theirs is the tide of the future. We in 
management cannot contravene it. We 
cannot, like King Canute, stand on the 
shore and order the tide to recede. Nor 
do we want to. 

But we will, I think, ask questions. 
And we will occasionally temper the en- 
thusiasm of its more ardent advocates by 
a more cautious approach than some of 
them would like to see. 

I know that occasionally this caution 
must seem like a difficult cross for the 
Computopians to bear. They are plagued 
on the one hand by the task of mastering 
the complicated technology involved and, 
on the other, by the problems of research 
in management methodology. They are 
confronted with suspicion and even hos- 
tility among the people they seek to ‘‘lib- 
erate” or, as the tactless put it, replace. 
With all these problems, it must seem 
doubly hard when management—that 
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same management they try so hard to im- 
prove—holds back and drags its feet. 

But, if it’s any consolation, this is the 
classic lot of all reformers and vision- 
aries. The road to Utopia has never been 
an easy one. 

Let’s, as a starting point, take a look at 
the Computopia that is envisioned for, 
say, the year 1970. Perhaps the date isn’t 
exact, and, of course, this by no means 
represents the ultimate Computopia. But 
it is an important way station. 

In our Computopian factory, data proc- 
essing operates as a complete system in 
which a single event—for example, a cus- 
tomer’s order—creates an automatic chain 
reaction through sales, credit, engineering 
production, scheduling, personnel, stock- 
rooms, and so on. Accounting and 
bookkeeping are automatic by-products. 
Communication is on a real-time basis, pro- 
viding information related to the urgency 
of the situation. Historical data are filed in 
invisible electronic form. Computers make 
routine decisions automatically, freeing 
management for dealing with the excep- 
tional case—and presumably we shall 
know what the exception is. Complete 
and current information is immediately 
available to management to assist in mak- 
ing policy decisions. Management will be 
able to test its policy changes on a com- 
puter simulated model of company opera- 
tions. 

There will, of course, be personnel 
changes. In the Computopia of 1970 
there will be less need for the semiskilled 
and even skilled clerical help whose work 
can be turned over to the computer. Au- 
tomation on the production side will have 
replaced many of the unskilled produc- 
tion workers. There will, of course, be in- 
creased opportunities for the servants of 
the computer—the programmers, the 
technicians, the systems analysts. And I 
am happy to report that we in manage- 
ment have been assured that we shall still 
be around—at least in 1970, though I 
have the uneasy feeling that in the ulti- 
mate Computopia of, say the year 2100, 
the Computopians are laying plans to 
have the computer take over our jobs as 
well. 

How much of this Computopia will be 


realized in this decade? 


A very great deal, I should think. I am 
sufficiently impressed by the past accom. 
plishments of science to realize that al. 
most nothing is impossible on the scien. 
tific side, and I am sure that progress in 
the technical area will continue at its 
present spectacular rate. Science will come 
up with ever more sophisticated and telj- 
able pieces of hardware, and the problem 
will not be lack of equipment but rather 
of learning how to use it. 

One area where technology, economics, 
and systems knowledge will combine to 
produce great advances is in the area of 
communications. It seems imminent that 
we shall have networks of digital trans- 
mission facilities linking multiplant units 
and even different companies and cities 
together through data-processing centers, 
We shall be able to move data and proc- 
ess them in a matter of seconds as op- 
posed to days. 

Our systems people have assured me 
that the private communications network 
we have recently installed in our own com- 
pany will soon permit us to transmit data 
at the rate of one half million bits per 
second. 

How can anyone fail to be high on 
technological advances in the face of 
things like this? 

I am sure we will make some progress 
on the road to Computopia, but there also 
will be stumbling blocks on the road, and 
I think we should take a look at some of 
them. 

First, there will be the obstacles that 
seem to be imposed by management it- 
self. We know that management's experi- 
ence with automated operations and data- 
processing systems has not always been 
good. Very likely these troubles have been 
the result of ill-advised haste, or over- 
selling on the part of overenthusiastic 
supporters, or simply management error 
in trying to make computers do some- 
thing for which they were not intended. 
Very often, I suspect, companies have 
made the mistake of overcomputerizing. 
They have been lured into systems that 
are too big, too general, for the specific 
jobs they have had to do. 

Certainly there are answers here— 
better analysis to begin with, less concern 
with the status value of large systems. 
One development that seems promising to 
me is the special-purpose computer, tai- 
lored to do a specific job. Examples are 
the credit card computer that estimates the 
degree of credit risk, the survey computer 
that assists the surveyor in his trigono- 
metric computations, the automatic bulk- 
loading computer to control fuel flow and 
maintain inventories, the critical path- 
scheduler computer to forecast critical ob- 
stacles to flow of some item or process. 
One could go on and on. The point is 
that these are designed to do a specific 
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iob. They appeal to cost-conscious man- 
agement because they are not too big— 
they don’t have waste or unused capacity. 

Whether or not these types of com- 
uters provide some of the answers of the 
future, it is understandable that some of 
the experiences of the past have made 
management a little bit cautious. It has 
made us wonder. 

We have wondered, for example, about 
the high ratio of fixed costs an electronic 
data-processing system represents—a ratio 
that pushes breakeven expenses skyhigh 
and demands high-volume operation to 
come out ahead. 

What happens when we are forced to 
contract? Can we lay off a computer the 
way we lay off an employe? 

We have wondered, too, about flexi- 
bility. Some of us feel that massive data- 
rocessing installations commit us to a 
monolithic systems structure that makes 
change costly or even impossible. It is a 
serious thing to commit yourself to a sys- 
ten that locks you in. At least in Lock- 
heed’s case, flexibility is a managerial 
ideal—almost a necessity in this rapidly 
changing world—and it is an ideal that 
we will not willingly sacrifice. 

We wonder about other things too— 
things chiefly concerned with the cost of 
these installations, the cost of the prolif- 
eration of computer centers, their effect 
upon the costs of decentralization. And 
we wonder, also, about the answers to 
those final problems of Computopia—the 
programming of the “‘assumed logic’ of 
management and the realistic simulation 
of management problems leading to help 
in policy solutions. 

I know that there are answers to these 
questions—or partial answers. And I 
know that many of the answers hinge 
atound the development of more research 
into management itself—what manage- 
ment needs, how management makes de- 
cisions. I recognize the need for this kind 
of research, and I know that in many uni- 
versity centers and elsewhere it has al- 
ready started. But I imagine it will be 
much more difficult than some of the 
Computopians think. 

I doubt, for example, that they can dis- 


cover how executive decisions are made 
merely by following an executive around 
and jotting down his thoughts and ac- 
tions on a pad. I am afraid they will have 
to peer into the subconscious parts of his 
mind. This is something medical people 
and psychologists have been trying to do 
for decades—and with disappointing re- 
sults. 

It may be that one can never automate 
decisions in which faith and intuition and 
imagination and inspiration play an im- 
portant part. And if any doubt exists as 
to the rough road ahead, consider Las 
Vegas—is it not an idolistic monument 
to disbelief in the laws of probability? 

But the objections and the questions 
raised by management may be the small- 
est of the stumbling blocks the Compu- 
topians will encounter. Somehow I am 
sure they will find answers—acceptable if 
not complete—and the tide of the future 
will sweep away most of the lingering 
managerial doubts. 

There will remain the social problem, 


and this is one I think must be faced. I | 
know that it is easy to take the position | 


that this is somebody else’s problem— 


that Computopians are the servants of | 


science and not the diplomats of destiny. 


And yet I suggest that their efforts are | 


changing the face of the future and that 
they cannot escape responsibility simply 
by turning their backs. 

I know some are inclined to do this. I 
know some attempt to shrug off any re- 


sponsibility by shifting the job to some- | 


one else. I know some simply ignore it— 
I know several who will not even use the 
word ‘‘automation” because they know it 
is emotionally charged and hope that, if 
they ignore the problem, maybe it will go 
away. 


But it won’t go away. It is already be- | 


coming an issue with labor unions in this 
time of abnormal unemployment, and it 
will persist as a problem until it is solved. 
It is not enough for us to try to solve it 
with such easy platitudes as that in the 
long run the computer will create more 
jobs than it destroys or that it will liber- 
ate human beings from the drudgery and 
(Continued on page 348) 


COMPUTER NETWORKS 


Reviewing the newest IBM products development, Presi- 
dent Thomas J. Watson, Jr., singled out IBM Tele-Process- 
ing, a means of tying computers together into networks. 
IBM Tele-Processing, together with IBM’s new solid state 
computers, makes it possible to create world-wide informa- 
tion systems in which data accumulated in such diverse 
cities as London, Paris, Frankfort and Rome could be 
flashed back to New York, processed, and sent back again 
within seconds. Such systems are now being planned for 


the early future. 
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Management Looks at 
Computopia 


(Continued from page 347) 


monotony of repetitive work. These 
things may indeed be true—as I am sure 


main: What do we do about the short 
run? and Liberate people for what? 

The role of man in the ultimate Comp- 
utopia is one I think we should give 


| some attention to. For Computopia must 





be meaningful to man before it becomes 
accepted. 

I do not think the promise of leisure 
time is meaningful alone, without some 
indication of how it may be meaningfull 
employed. I am not sure that a world that 
has a place only for the scientists, the en- 
gineers, the professional people, the 
highly skilled, is a world that the major- 
ity of American people can be comfort- 
able in, no matter how high the gross na- 
tional product. And I am not sure that a 
world in which people are described as 
“human links” in a vast data-processing 
or automated system is a world that any- 
one would buy. 

I recall that Thomas More’s Utopians, 


| back around 1500, placed man at the cen- 
| ter of their ideal universe. They wondered 


how normal men, for whom wealth was 
made and by whom it has value, could 
ever be thought of less value than this 
wealth. And today, I think, we must won- 
der if man can ever be thought of less 
value than the computer he creates. 
These things that you have heard be- 
fore I mention today as part of a plea for 
tolerance and eon Pay 8 for all those 
who seem to place unnecessary stumbling 
blocks in the way of achieving — 
topia—for the conservative, hard-headed 
management that will not always keep 
pace, for the threatened job-holder more 
concerned with his short-term personal 
problem than with the long-term general 
good, for the social philosopher who in- 
sists on raising questions of ultimate val- 
ues when EDP systems producers and 


| programmers are only trying to do a job. 


In spite of the difficulties I have sug- 


| gested, I am sure that Computopia 1s 


coming. If you will permit me one more 
observation, I am equally sure it will 
never completely arrive. Utopias of all 
kinds have a way of eluding us, at the 
end, and looking back it may be that the 
real Utopia is in the process of striving, 
not in the achievement. If this is true, 
then Computopia is already here. 
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WwW. ERNEST ISSEL R. R. ROBERTS E. M. WESSENDARP 
McCormick & Co. Inc. Fieldcrest Mills, Inc. Beau Brummell Ties, Inc. " 
Baltimore Carolinas Cincinnati SECTION | 





LEWIS I. DAY EDMUND C. DICKERSON CHARLES E. SENER, JR. W. F. HOEPPNER ALFRED M. DeCICCO 
The Buckeye Steel Castings Western Tablet & Stationery The Chesapeake & Potomac Bowmar Instrument Corp. The Arrow-Hart & Hegeman 
Company Corp. Telephone Companies Electric Co. 
Columbus Dayton District of Columbia Fort Wayne Hartford 





FRANCIS HUGHES J. ROBLEY JANSSEN T. D. LYONS JACQUES A. LIVAUDAIS WILBERT A. WALKER 


Texas Gulf Producing Co. Lockheed Aircraft Corp. Allis-Chalmers The Bank of New Orleans United States Steel Corp. 
Manufacturing Co. & Trust Co. 
Houston Los Angeles Milwaukee New Orleans New York City 





CHARLES S. STRICKLER VOLNEY PRATT JOHN K. GRIFFIN J. EDWIN HANSON D. C. McCONKEY 


C. Schmidt & Sons, Inc. The First National Bank of California Packing Package Machinery Canadian Gypsum 
' Oregon Corporation Company Company, Ltd. 
Philadelphia Portland San Francisco Springfield Toronto 


* SECTIONS II & Ill each comprising 18 more Controls will appear in the August and September issues of THE CONTROLLER 
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Depreciation Reform 
on the Slate? 














New proposals, speeches, hearings her- 
ald almost certain steps that the 87th 
Congress will take this year towards pro- 
viding industry with long-needed incen- 
tives to increase its investment in new 
plant and equipment. But the measures 
which seem to be receiving the most seri- 
ous consideration are not those considered 
most vital by industry itself. 

Where industry has looked for reform 
of the provisions under which it is al- 
lowed to depreciate—set aside money to 
modernize and replace—its old equip- 
ment, it now appears to be faced with the 
likelihood of legislation skipping over 
this vital phase of the problem and set- 
ting up an outright tax credit for invest- 
ment in new equipment. 

Industry does not sound happy with 
the substitution. One of its most articulate 
spokesmen* says: ‘‘We recommend real 
depreciation reform in preference to the 
tax credit approach.” 

W hat does industry want? 

Judging by its response to the Treasury 
Department’s own Depreciation Survey 
questionnaire, it wants, first, freedom to 
follow its own judgment as to accounting 
methods and equipment “‘lives’” for de- 
preciation purposes, so long as it remains 
consistent in establishing those lives and 
following those methods. Secondly, it 
wants some form of depreciation adjust- 
ment to reflect increased price levels— 
that is, it wants to see some “revaluation 
factors” recognized and established. 

What has the present administration 
offered ? 

The administration has offered a tax 
credit against money spent over and above 
the amount of a company’s current-year 
depreciation. 


THIRTY-YEAR HISTORY 


If “real depreciation reform’ does not 
come this year, when prospects appeared 
brightest, then the year must become an- 
other milestone for industry in a melan- 
choly 30-year history of not getting the 
kind of tax treatment that it wants. 





* Frank V. Olds, assistant comptroller of 
the Chrysler Corporation and chairman of the 
Committee on Federal Taxation of Controllers 
Institute of America. 


The Treasury Department’s archaic 
schedule of allowable rates of depreciation 
goes all the way back to 1934 and a des- 
perate administration’s need to maximize, 
at all costs, taxable corporate income. In 
the opinion of Joel Barlow, chairman of 
the Taxation Committee of the Chamber 
of Commerce of the United States, there 
is no question but that the schedule, as 
well as the whole complex of regulations 
which have continued down to the pres- 
ent day, was “‘a revenue-raising measure 
pure and simple. It was not designed with 
the obsolescence cycle nor with modern- 
ization and replacement at all in mind. It 
was not designed to let a taxpayer recover 
his investment in a reasonable period of 
time nor to encourage him to replace and 
expand. It was not depreciation policy for 
economic growth but a_ tax-collection 
measure to finance a short-range welfare 
program in a depression. It has controlled 
the thinking of nearly every [Treasury] 
agent for over 25 years.” 

True, the 1954 overhaul of federal tax 
policy produced some amelioration. The 
Internal Revenue Code of that year au- 
thorized the use of two new methods of de- 
termining depreciation, in addition to the 
traditional straight-line method. ‘‘Double- 
rate-declining-balance” and ‘‘sum-of-the- 
digits” permitted a taxpayer to write off 
the cost of an asset more rapidly during 
the first years of its life, but these new 
methods had no effect on the length of 
the period—the life—over which the to- 
tal write-off had to be made. 

They were thus, at best, only a step in 
the right direction. They did not offer any 
long-range solution to the problem of ad- 
justing the tax laws to the swift pace of 
obsolescence that has been induced by a 
rapidly advancing technology. 


FOREIGN GAINS, U.S. LOSSES 


Meanwhile, in the years from 1953 to 
1960, the United States lagged farther 
and farther behind its seven major com- 
petitors in economic growth and indus- 
trial expansion. According to a study 
made by the Machinery and Allied Prod- 
ucts Institute, 1960 production among the 
eight stood at the following levels, ex- 
pressed as percentages of production in 
[Ss Be 


Japan 258 Sweden 134 
Italy 181 England 128 
West Germany 180 Canada 127 
France 172 United States 119 


Significantly, every one of the seven 
except West Germany allows far more 
rapid write-offs of building and equip. 
ment costs than does the United States. 
Even more significantly, West Germany 
recently reduced its rates to the level ai. 
lowed in the United States to Aalt an in- 
vestment boom which it felt to be ex- 
cessive. 

Not only in the matter of accelerated 
rates of write-off, but in other areas of 
incentive-creating depreciation policy, the 
United States system appears to be, in the 
words of the Machinery and Allied Prod- 
ucts Institute, “the worst tax depreciation 
system of any major industrial country in 
the world.” 

The accompanying chart, reproduced 
through the courtesy of Chemical Week 
magazine, shows some of the special pro- 
visions which have been adopted to en- 
courage capital-asset investment abroad. 


BY-PASSING REFORM 


However, none of these provisions ap- 
pears to be in the present administration's 
immediate plans for tax-policy changes in 
this country. Instead, it has proposed a 
measure which would by-pass reform of 
present provisions for depreciation and 
simply establish a tax credit for company 
expenditures on new plant and equip- 
ment. 

The credit would cover only new plant 
addition or equipment with the useful 
life of six or more years. On qualifying 
expenditures there would be a minimum 
credit—a flat 10 per cent of any quali- 
fying outlay up to $5,000. In lieu of the 
minimum, if a higher credit could be 
secured thereby, a taxpayer would be al- 
lowed 15 per cent of all qualifying out- 
lays in excess of current-year depreciation, 
plus six per cent of such outlays below 
the level of current-year depreciation but 
in excess of 50 per cent of that level. 

Testifying May 17, 1961 before the 
House Ways and Means Committee on 
the proposed legislation, Frank V. Olds 
stated: 

“The tax credit proposal is a variable- 
rate, direct tax pe with the tax credit 
based on the relationship of a company’s 
capital spending to its depreciation. By 
establishing an eligibility threshold—in 
this case, the amount of annual deprecia- 
tion—and by providing a significantly 
greater credit above the threshold, it 
would appear that the urge to manipulate 
the threshold would be very strong. 

“The Administration’s tax credit plan 
would not be an integral part of deprecia- 
tion accounting. For this reason, it 1s 
more subject to change by legislative 














ee aaa ee JULY 1961 





350 








134 
128 
127 
119 


seven 
' more 
equip- 
States, 
rmany 
vel al- 
an in- 
be ex- 


lerated 
eas of 
cy, the 
in the 
Prod- 
clation 
try in 


duced 

W eek 
. pro- 
to en- 


vad. 


nS ap- 
ition’s 
ges in 
sed a 
rm of 
1 and 
npany 
-quip- 


plant 
useful 
ifying 
imum 
quall- 
»f the 
ld be 
De al- 
r Out- 
ation, 
yelow 
n but 
el, 

> the 
‘e on 


Olds 


iable- 
redit 
any s 
. By 
1—in 
recia- 
antly 
2 le 


ulate 


plan 
ecia- 
it 1s 
ative 





whim. Whether real or assumed, such an 
appearance will not stimulate the con- 
fdence necessary for encouraging greater 
long-range plans for investment. 

“The Administration proposal as pre- 
sented to your Committee would result 
in little or no incentive this year, very 
little incentive in 1962, and the maximum 
incentive would not be reached in many 
cases until 1964 or later. This situation 
results from the proposal that the tax 
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! ——— How Foreign Countries Handle Depreciation 


credit be applicable only to expenditures 
made since January 1 of this year and 
only in the case of property put in place. 
The majority of capital expenditures re- 
quire 18 months to three years to be put 
in place. 


OTHER TAX-CREDIT DRAWBACKS 


‘Beyond the technical aspects of the 
Administration proposal, there are several 


Depreciation 
above cost 
(without re- 
valuation or 
above revalu- 
ated cost) 


Additional 
write-off in 
first year (or 
in first 3-4 
years* 


2 


Accelerated 
rates (above 
U.S. rates 
allowed) 


3 


other items to consider concerning the 
tax-credit approach. 


“1. The tax credit represents only a 
partial correction of the twin problems 
facing industry with regard to capital 
expenditures; that is, inflation and the 
rapid obsolescence brought about by tech- 
nology. 

“2. It puts too much emphasis on ex- 


(Continued on page 352) 


Bracket sys- 
tem (group- 
ing classes 
of assets as 
to depreciable 
lives) 


Shorter 
lives 
(than 

allowed 

in U.S.) 


4 








Inflation coefficients applied in revaluing assets; permits depreciation 
to be stated on current cost basis. Generally, inflation factor is de- 
termined for various periods rather than for individual years. Ex- 
ample: Brazil has applied these revaluation factors by years of ac- 
quisition: 1929 and earlier, 13 times original cost; 1949 and ‘50, 3.4 
times original cost; 1956, 1.3 times cost. 


2 Most of the countries listed permit additional allowances in either the 
year of acquisition or in the first 3-4 years, as an incentive for modern- 
ization. In Great Britain, Belgium, Holland, and Sweden this amounts 
to 30-3314%; in Argentina, it’s as high as 50%. 


With few exceptions, the depreciation rates subsequent to the year of 
acquisition are higher than those allowed in the U.S. Germany, for 
example, allows a declining-balance calculation at double straight 
life but not to exceed 20%. Holland bases the depreciable period on 
economic life, not necessarily technical life; this is most commonly 
held around 10%. 


Canada uses a bracket system for grouping assets, divides these into 
17 classes. The rate of depreciation for each class is more liberal than 
allowed in U.S., and the taxpayer has the option of varying the rate 
from year to year within maximum limits. 


Source: Statement by Maurice E. Peloubet at hearings on depreciation reform, November, 1959, before 
Committee on Ways and Means of House of Representatives. Chart reprinted from Chemical Week. 
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Child’s play 


Any person who knows basic arithmetic—even a school child —can 
quickly master the operation of the Friden calculator. The reason? 
Unlike other machines, the Friden has a separate multiplier keyboard. 
One number goes on the main keyboard, the other on the multiplier 
keyboard. A control key is touched, the answer appears. 


Because this exclusive system duplicates the natural method of solving 
arithmetic problems, operators learn the machine more quickly, oper- 
ate it more rapidly, make fewer errors. 


The multiplier keyboard is just one unique feature of the Friden. 
Actually, it performs more figurework steps without operator deci- 
sions than any other calculator. (The Friden is aptly called, “The 
Thinking Machine of American Business.”) Your local Friden Man 
will gladly demonstrate. Or write: Friden, Inc., San Leandro, Calif. 


THIS IS PRACTIMATION: automation so hand-in-hand with 
practicality there can be no other word for it. 


2 triden 
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pansion and not enough on moderniza. 
tion, and could result in current borrow. 
ing from future investment. 

“3. The limitation restricting the tax 
credit to 30 per cent of taxes otherwise 
payable practically eliminates the incen. 
tive for the marginal producer who has 
little or no profit at the present time and 
who actually needs the greatest incentive,” 


Mr. Olds went on to say that, while 
certain changes might improve the tax- 
credit approach, “we believe that other 
methods, more consistent with accepted 
business and accounting practices, would 
be more productive of the Administra- 
tion’s objectives. 

“Our recommendations for real de- 
preciation reform are: 


“1. Provision should be made whereby 
there is created a statutory presumption 


| of correctness when service lives used 





for tax purposes are no shorter than those 
used by the taxpayer in determining de- 
preciation reported in his regular books 


| of account. 


“2. Section 167 [of the Internal Reyv- 
enue Code] should be modified to permit 
a taxpayer to change depreciation meth- 
ods or rates as the conditions applicable 
to his business require, and he should be 
accorded the automatic right to shift at 
his option between the methods available 
under Section 167 (b). 

3. Salvage value should be specif- 
cally permitted to be excluded as a factor 
in the determination of depreciation al- 


| lowances. Collateral to the adoption of 
| such a provision, Section 1231 might be 
| amended in such manner that the aet 
| proceeds from the sale or other disposi- 


tion of depreciable assets would be taxed 
as ordinary income to the extent of the 
original cost of the assets disposed of. 
Proceeds in excess of original cost should, 
however, continue to receive treatment as 
capital gains. 

“4, Provisions should be added under 
Section 167 recognizing cost-level de- 
preciation. Various methods have been 
suggested to implement this proposal. We 


| believe the most practical of these to be a 


procedure whereby depreciation computed 





on the basis of historical cost would be 
adjusted in relation to a generally ac- 
cepted index of the current cost of tax- 
payer’s depreciable property to its his- 
torical cost. For practical purposes, and as 
an element of control where this approach 
is selected, the actual depreciation al- 
lowance should be limited to the amount 
recognized by the taxpayer in his books 
of account. 


“These suggestions constitute reason- 
able and comprehensive depreciation fe- 
form—provision for realistic lives and 
some recognition of the impact of infla- 
tion. The adoption of these proposals 
would provide incentives on which indus- 
try could move ahead with confidence.’ 
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NOW! A LOW-COST WAY TO AUTOMATE MANAGEMENT CONTROLS 





KEYSORT® DATA PROCESSING 


Fast, accurate management controls are at your finger- 
tips with low-cost Keysort Data Processing. 

Keysort Data Processing is being used by hundreds of 
businesses for fast reports on inventory, order and sales 
analysis, job and labor costing, and other vital data in 
every phase of management control. 


Fits any size plant 
Keysort has many advantages. No restrictive proce- 
dures; minimum training, great economy, simplicity of 
installation and operation. In fact, Keysort is the only 
automated data processing system flexible enough to 
fit your business as it stands and as it grows. And at a 
cost well within your company’s budget. 


Cuts clerical work. 
With Keysort you use easy-to-handle punched cards— 


mechanically created for rapid sorting and classifica- 
tion. Figures are automatically tabulated, results sum- 
marized direct to reports, giving you the meaningful 
on-time information you need for complete control of 
your business and profits. 


Ask us for case histories 


Your Royal McBee Data Processing Systems Repre- 
sentative has had a wealth of experience in solving 
management control problems. Working with you, with 
your systems and procedure experts, he can offer help- 
ful advice about a low-cost Keysort system tailored to 
your individual requirements. Call him, or write us at 
Port Chester, N. Y.—indicating the applications in which 
you are interested—and we will be happy to supply you 
with case histories from our files. 


ROYAL MCBEE corporation 


NEW CONCEPTS IN PRACTICAL OFFICE AUTOMATION 
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Automated Accounting Center 
—A New Bank Division 


The Waterbury National Bank, Wa- 
terbury, Conn., is believed to be the 
first national bank to establish a com- 
mercial data-processing center organ- 
ized as a division to furnish EDP facili- 
ties to companies which, like the bank, 
can not afford to set up an installation 
exclusively for their own use. 

The bank has leased data-processing 
equipment in agreement with the Ben- 
dix Company, which will enable it to 


sell the center’s service on a time and 
fee basis to any business in the state 
and in pre-selected areas in bordering 
states. The bank’s president firmly 
stated ‘these services will not be fur- 
nished free in exchange for deposit ac- 
counts or increases in deposit balances.” 

The service will be priced to be prof- 
itable to the bank as well as economical 
to even small business firms. It is 
planned that two thirds of the center’s 
time will be used to process large quan- 
tities of business and industrial data and 
the remaining time will be utilized by 
the bank for its accounting work. 

To familiarize businessmen with the 
center’s operation, a series of special 
data-processing seminars will be con- 
ducted by the bank. These sessions will 
serve to introduce the new technology 





THE PAPERWORK AUDIT 





with: 





The Paperwork Audit exploits cost reduction opportunities 
—puts a lid on rising clerical costs. 


Like the financial audit, an outside review of paperwork 
procedures provides an independent, unbiased “new look” 


@ professional objectivity 

@ creative, specialized talent 

@ a broad range of successful experience 
@ full time attention 
e 


realistic appraisal of problem areas 


For full information on how the Paperwork Audit can 


help you, please address: 


aremco SERVICES, INC. 


OXFORD 7-0290 





LA © 


MANAGEMENT CONSULTANTS + 555 FIFTH AVENUE, NEW YORK 17, N. Y. 








744 BROAD STREET 








BLADES & MACAULAY 
INSURANCE ADVISERS 


Complete Surveys of 
Corporate Insurance Affairs 


No Insurance Sold 
MArket 3-7801 


Established 1926 





NEWARK 2, N. J. 
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to many organizations which do not 
have computing machinery. The bank 
is hopeful that the project will stimu. 
late the economic growth of the com. 
munity and the state and become a pat. 
tern for other banks. 


EDP Extends to Foreign 
Languages 


Two electronic converters, designed 
to accommodate the Japanese as well as 
the English language, have been sold 
by the Digitronics Corporation, Albert- 
son, N. Y., to Remington Rand Inter. 
national, for use in Japan. Normally 
converters provide for an alphabet of 
26 characters. To handle data in both 
English and Japanese, equipment had to 
be created capable of providing 96 
characters. 

Since Japanese teletype facilities differ 
from American standards, Digitronics had 
to adapt their equipment, including punches 
and readers, to conform to the Japanese 
standards. 

The sale of the two converters, to be 
used by the Tokyo Electric Power, Inc., 
in conjunction with their Univac in- 
stallation, included an innovation in 
the servicing of electronic equipment. 
In addition to having their own engi- 
neers install the equipment in Japan, 
Digitronics is training a group of Japa- 
nese engineers in their Albertson plant 
for purposes of local servicing. Beyond 
this, Digitronics has agreed to provide 
“on-call” service to back up Japanese 
engineers on the local scene whenever 
necessary. This is believed to be the first 
such service arrangement of its kind. 


Purdue EDP Fellowships 


During the recent ceremonies dedicating 
a new Univac electronic data-processing 
system at Purdue University’s Statistics 
and Computer Laboratory, the Univac Di- 
vision of Sperry Rand Corporation pre- 
sented two graduate fellowships to Purdue 
to provide financial assistance for gradu- 
ate students pursuing a course of study 
related to electronic data processing. 

Purdue plans to explore new uses of 
computers in education—such innovations 
as marketing simulations and the use of 
computers as teachers—and will use the 
Univac solid-state 80-tape system for ad- 
ministrative recordkeeping; the Univac 
Division of Sperry Rand will use the sys- 
tem for customer education, training sales- 
men and customer program-testing for the 
Division’s Midwest Marketing Region. 


! A } fils? 
are your employees earning their retirement benefils 


Retirement Plans can pay their way 


for MORE EMPLOYEE SECURITY 
and MORE COMPANY PROFITS 
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Magnetic Cards to Cut Data Processing Costs 


_HERE’S WHY IT WILL PAY YOU TO 


INVESTIGATE THE CZatonal’ 315 


FOR THE FIRST TIME 
a random memory device can be 
effectively utilized for both random 
or sequential processing. 


FOR THE FIRST TIME 
it is possible to store, sort, update, 
and report—-using a single, mag- 
netic file. 


FOR THE FIRST TIME 
it is economical and practical to em- 
ploy multiple random access units 
in one system. 


FOR THE FIRST TIME 
a random access memory can be re- 
moved and a new memory mounted 
in approximately 30 seconds. 


THE NATIONAL CASH REGISTER COMPANY « Dayton 9, Ohio 
1039 OFFICES IN 121 COUNTRIES .. . 77 YEARS OF HELPING BUSINESS SAVE MONEY 


The National 315 will cut costs in any EDP sys- 
tem... both small and large-scale. National has 
taken a reel of magnetic tape—and in effect con- 
verted it into a deck of magnetic cards. Each deck 
of cards contains more information than can be 
stored in over 69,000 punched cards. In a single, 
magnetic card file system, National has combined 
all the advantages of all types of external mem- 
ories. 

National CRAM (Card Random Access Memory) 

does more work for less money. Here’s how! 
Flexibility: data can be quickly selected at random 
or sequentially ... over 88,000,000 alpha-numeric 
characters. Speed: the data on each card—in- 
stantly available—can be transferred at the rate 
of 100,000 alpha-numeric characters a second. 
Convenience and Economy: each deck of 256 cards 
is housed in an easy-to-remove card file that can 
be changed in less time than it takes to change a 


reel of magnetic tape. 


National’s Exclusive Magnetic Card File is only one of the oustanding fea- 
tures of the National 315 System. Learn why the National 315 is today’s 
most economical computer investment. Call your nearby National Repre- 
sentative. Or write: Data Processing Systems and Sales, Dayton 9, Ohio 


*TRADE MARK REG. U. S&S. PAT. OFF 
Srational : 
ELECTRONIC DATA PROCESSING 


ADDING MACHINES + CASH REGISTERS 
ACCOUNTING MACHINES + NCR PAPER 
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Effective Use of Business Consultants 


To complete work on the study and on 
a manuscript embodying the results of the 
study, “Effective Use of Business Con- 
sultants,’ Controllers Institute Research 
Foundation has retained Wilson Seney, 
management consultant and organizer of 
the Wilson Seney Seminars for Execu- 
tives. Mr. Seney has promised delivery of 
the manuscript in time for a publication 
date early in 1962. 

Sponsors of the study have found that 
a great many changes have taken place in 
the ten years since an earlier study was 
published. Among other things, they find 
a much greater use of consultants now. 
This is due, of course, to the need that has 
developed for men with increased pro- 
fessional and technical skills and to the 
fact that most companies, when the time 
comes to use men proficient in these mat- 
ters, do not have them on the payroll. 

The present tendency seems to be to 
use consultants first, to get new projects 
started; then to train people in the com- 
pany to proceed without the consultants. 

By no means do all large firms use 
consultants, however, to judge from the 
results of a questionnaire sent out in con- 
nection with the study. Thirty per cent of 
the respondents—representative financial 
executives—report that they either do not 
use consultants or have not used any dur- 
ing the last few years. Quite a few indi- 
cate that they earlier foresaw the need for 
more specially trained employes and have 
not therefore found it necessary lately to 
call in outside technical help. 

One puts it very concisely: “We would 
use consultants when and if there was a 
need.” Another writes: “We have just 
passed the 500-employe mark and are 
growing rapidly. The use of management 
consultants has been discussed more and 
more lately, and we will probably use 
them on a small scale within the coming 
years.’ Many managers will feel sympa- 
thetic to the controller who states: ‘This 
is a subsidiary—we have lots of consult- 
ants.” 

Two other quotations indicate the state 
of mind that some companies have con- 
cerning consultants. One states: “We pre- 
fer to solve our own problems. We feel 
that we know our condition better than 
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any outside consultants.’ Another says: 
“No outsider can tell the owner of this 
company how to run his business.” 

But of this 30 per cent who sometimes 
so emphatically report that they have not 
used consultants recently, a number have 
used them in the past. In some cases the 
results were satisfactory; in other cases 
they were not. One respondent indicates 
the fears of quite a few regarding con- 
sultants when he says: “If consultant 
services are used, be sure to limit them to 
the project involved and terminate their 
services as soon as they are completed. 
Avoid an expensive policing function 
which can drag on for months.” 

The reasons given by the almost 70 
per cent who do use consultants are quite 
revealing. One says: ‘This is a decision 
of the board of directors—will use out- 
side consultants any time they feel re- 
sults dictate.’’ Another says: ‘Used in 
advisory capacity to our own staff only.” 
A third writes: ““We would use them in 
matters where our own staff is not quali- 
fied or is too busy to devote the required 
time. We would also use them where it 
is felt that independent recommendation 
would be particularly pertinent.” 

A few used consultants a great many 
times; as many as 50-60 times on as many 
projects, some stated. The reasons given 
for the use of consultants in these cases 
are most illuminating. 

One writes: “It is the general practice 
to employ business consultants to assist 
in solving administrative or technical 
problems in select areas where equivalent 
staff’s service or counsel is unavailable.” 

Another writes: “We favor the use of 
consultants after a thorough study of the 
requirements of the particular situation; 
they are basically used as (1) an aid to 
management, (2) for the development of 
specific programs, and (3) as a supple- 
ment to a staff department.” 

One states: “It is our policy to use 
management consultants in the following 
situations: (a) where we do not have the 
technical experience in our own staff to 
solve a specific problem, and upon solu- 
tion of the problem, will not need a full- 
time staff; (b) to train our own employes 
in the application of a new technique 


which may or may not be an exclusive 
property of the consultant; (c) where 
our own staff does have the technical 
experience, but needs assistance on an 
urgent project or to relieve a backlog of 
unfinished projects.” 

Another states: “We operate a manage. 
ment-services and operations-research di- 
vision of our own. However, we use 
numerous consultants to supplement our 
own staff.” 

Despite the holdout firms and the firms 
that try to limit the area of employment 
of management consultants, it is clear 
that in the aggregate of the remaining 
firms there is hardly a function or service 
for which consultants are not sometimes 
called in. The final chapter in this new 
manuscript on the “Effective Use of Con- 
sultants’” will draw some specific and 
concrete conclusions on the manner in 
which a company can make the wisest 
use of their services. 


One Fewer Federal Report 


The Census Bureau's second thoughts 
about a proposed ‘‘Annual Company Sur- 
vey” may reflect increased consideration 
by government officials of industry's 
burden of supplying data for such sur- 
veys. The Bureau recently cancelled the 
survey—for the present, at any rate— 
after fully formulating plans which 
would have required 6,000 of the nation’s 
largest companies to report data on merg- 
ers, acquisitions and dispositions of other 
firms, total employment of parent and 
subsidiaries, and consolidated financial 
statistics. 

Our source of news of the cancellation 
is industry's Advisory Council on Federal 
Reports, which has provided and con- 
tinues to provide invaluable services of 
liaison and advice in government-industry 
negotiations and conferences about sta- 
tistical reports. 


United Nuclear Service 


Plans for a new $25 million corpora- 
tion which will be the nation’s first in- 
tegrated organization in the field of nu- 
clear energy has been announced by 
three leading companies in the nuclear 
field—Olin Mathieson Chemical Corpo- 
ration, Nuclear Development Corpora- 
tion of America (NDA) and Mallin- 
ckrodt Chemical Works. The new com- 
pany called United Nuclear will have total 
employment of approximately 1400 per- 
sons. It will have skills and facilities 
for research and development, reactot 
system design, manufacture of nuclear 
fuel materials, reactor and core fabrica- 
tions, fuel management, cold scrap 
processing, isotopes and hot radiation 
energy sources. It will also have person- 
nel skilled in hot core transportation, 
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‘Clusive hot scrap reprocessing and hot waste 
where disposal. This first integrated nuclear 
‘chnical grvice Organization in the United 
on an States will serve both commercial and 
‘log of overnment customers. 

The decision to form the new corpo- 
ration was based on four considerations: 


Automated Payroll Accounting 
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sire to induce private industry to enter 
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t essing, which have been mainly the 
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CIA A » NEWS SENIOR AND JUNIOR AWARDS 
TEN OF THE 14 PAST PRESIDENTS 
of the Toledo Control 
of Controllers Institute 
were honored recently B 
by presentation of 
certificates of appreciation 
In the group, 
reading from top left and ON 
right, downward, are: cr 
William F. Webb, 1945-46 
James B. Fenner, 1946-47 a 
Eugene P. Heiles, 1947-48 ~ 
Joseph V. Britt, 1948-49 ea 
Herbert E. Bremforder, 1952-53 ri 
Clarence C. Bower, 1951-52 ire 
Frank S. Slick, 1955-56 va 
Robert W. Vogel, 1957-58 sub! 
t Harold B. Jackson, 1959-60 Pa 
| John R. Kahler, 1958-59 P 
all § 
art 
of g 
At the extreme lower right the. 
is Stanley E. Ford, thin, 
1960-61 president of writ 
the Toledo Control one 
take 
Si 
JUNIOR ACHIEVEMENT look 
of New York City inco 
recently arranged was 
for the leading treasurers quit 
of its Junior Achievement- num 
sponsored enterprises to vora 
gather in advance of the righ 
presentation of the award Ni 
to the individual who had bron 
done the most outstanding prop 
job as treasurer of polit 
a Junior Achievement To t 
enterprise certa 
M 
wrot 
pape 
ador 
The award Ne 
to the treasurer, pens: 
$100, is donated by equal 
the New York City howe 
Control of Con- cede 
trollers Institute. order 
Tl 
This year’s award winner was Sandra Area of Controllers Institute; James J. comptroller, United States Steel Corporo- alter 
Rubin (third from the left). Standing, left Doyle, director of finance, the Port of tion and president-elect, 1961-62, of cum! 
to right, are S. W. McLaughlin, comptrol- New York Authority, 1960-61 president of | the New York City Control. Seated (cen- hs g 
ler, West Virginia Pulp and Paper Com- the New York City Control; and W. A. ter), is Vincent Misuraca, associate direc- x 
pany and vice president of the Eastern Walker, administrative vice president and tor, Junior Achievement of New York City. what 
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e HENRY LA COSSITT, public relations 
representative, Gulf Oil Corpora- 

tion, Washington, D. C., pre- 

sented this talk at the CIA 


Southern Area Conference 


Business and Politics 


ONE OF THE CHARACTERS in Henrik 
Ibsen’s play, “An Enemy of the People,” 
makes the observation that politics is the 
most important thing in life. Although 
some may consider that a slight exaggera- 
tion and have other preferences, there is 
no doubt that it is, at least, among the 
most important. And almost anything said 
about politics, especially American pol- 
itics, will be true. It is sordid and noble; 


absurd and meaningful ; basely selfish and. 


sublimely selfless—according to the in- 
dividual or individuals involved. 

Politics has been called the greatest of 
all games. It has also been defined as the 
att of the possible—that is, it is the art 
of getting things done. And because it is 
the art of the possible, the art of getting 
things done, the corporation which the 
writer represents announced some two and 
one half years ago that it was going to 
take an active part in politics. 

Since at the time most corporations 
looked the other way and tried to be as 
inconspicuous as possible when politics 
was mentioned, this announcement caused 
quite a to-do. It inspired an astonishing 
number of comments—most of them fa- 
vorable, some mildly critical, some down- 


tight hostile. 


Some of the critics sounded the ancient 


bromide that politics was none of our 
proper business. They said, in effect, that 
politics was not the business of business. 
To this can be replied that politics is, or 
certainly should be, everybody’s business. 

More than 170 years ago, John Jay 
wrote in “The Federalist,’ the series of 
papers that had so much to do with the 
adoption of our Constitution: 


Nothing is more certain than the indis- 
pensable necessity of government, and it is 
equally undeniable, that whenever and 
however it is instituted, the people must 
cede to it some of their natural rights, in 
order to vest it with requisite powers. 


This being true, as it patently is (the 
alternative is anarchy), it is obviously in- 
cumbent upon every citizen to understand 
his government in order that he may real- 
ize what rights he has ceded to it and 
what rights he has retained. 


UNDERSTANDING IS BASIC 

A corporation, in many ways, is like an 
individual. Like the individual, it cedes 
some of its rights to government and re- 
tains others. Like the individual, it enjoys 
privileges and is subject to the laws of the 
land. It is, indeed, simply a group of in- 
dividuals banded together in a common 
enterprise that serves the public and the 
understanding that it and its people have 
of their rights, ceded and retained, is as 
important to it as it is to the private 
citizen. This understanding, in turn, is in 
direct ratio to a knowledge of political 
fundamentals and procedures. 

This much is basic, but it is a deplora- 
ble fact, as almost endless surveys and 
statistics demonstrate, that relatively few 
Americans understand our system of gov- 
ernment or are aware of what rights they 
have ceded to it, what rights they retain, 
and what their responsibilities are as free 
citizens. 

Then there is the matter of the ballot 
box. 

It is unfortunately true that about 80 
per cent of us didn’t vote in the 1959 
off-year elections. In 1958, senators, con- 
gressmen, governors, state legislators, and 


~ so on, were elected. They are the men and 


women who have been taxing us, spend- 
ing our money, regulating us, telling us— 
in many cases—how we can run our busi- 
ness, resolving our position in an uneasy 
and dangerous world. But 58.5 per cent 
of us seemed not to give a damn about it. 
And in 1960, with the presidency itself 
at stake, about 36 per cent of us appar- 
ently didn’t care who won. 

Incidentally, in this matter of voting, 
the last election provides pause. There are 
166,137 election precincts in the United 
States and Mr. Kennedy's popular plu- 
rality was 112,881. This means that he 
won the highest office in the land by con- 
siderably less than one vote per precinct— 
and that is an important statistic whether 
you like what happened or deplore it. 

Nobody can force an American to vote. 
It is his right to do so. It is also his right 
—shabby though it may be—not to do so. 
In Belgium, Switzerland, and some other 
nations, penalties, including fines, are im- 
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posed for failure to vote. But the Ameri- 
can system leaves it up to the citizen who 
is, after all, self-governing, and free to do 
as he chooses in the matter. 


A REGRETTABLE INDIFFERENCE 

That is the way we want it, but we see 
how indifferent we can be in the matter. 
This indifference, regrettably, is as com- 
mon to us in business as to people in any 
other community, even though, in our free 
economy, the business stake in politics 
and our political system is enormous. It 
is, indeed, as important as the capital on 
which we operate. We forget this at our 
peril. There is not—and never has been— 
a guarantee that private enterprise would 
continue to be the American economic 
system. It is not mentioned in our Con- 
stitution. It just happened—because our 
Constitution guarantees us our freedoms 
and we have made the most of them. But 
this has been possible only because of our 
political system. Private enterprise is a 
by-product of it and politics in general. 

Still, some of the strongest champions 
of free enterprise seem to take particular 
pride in not knowing anything about 
politics and in not having anything to do 
with political matters. This is an attitude 
perilous. Politics is the foundation for our 
nation’s free economic system and you 
cannot protect our economic system with- 
out paying close attention to the Opera- 
tions of our political system. 

This seems fundamental, but until very 
recently business in the United States paid 
little or no attention to it. And if business 
has, in general, been respected and pro- 
tected, this is due more to the inherent 
strength of our political system than to 
any efforts on the part of business leaders. 

Like all generalizations, that one is ex- 
aggerated and there are many exceptions 
to it. Businessmen have been, and are, 
interested in politics and press hard for 
their interests; but in most cases they 
shift their political responsibilities to a 
wonderful variety of consultants, trade as- 
sociations, committees and other indi- 
viduals and organizations. In still others 


(Continued on page 363) 
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TOP MEN . . . 


Robert L. Dickson has been elected pres- 
ident of Walter Kidde & Co., Inc., Belle- 
ville, N. J. Mr. Dickson is currently a 
trustee of Controllers Institute Research 
Foundation which he served as president 
in 1959-60. . . . Albert L. Williams was 
elected president of International Busi- 
ness Machines Corporation, New York. 





MR. DICKSON 


NEW CONNECTIONS ... 

Marvin Atlas is now controller of Stein, 
Hall & Company, New York. . . . Ber- 
nard D. Beckerlegge recently became vice 
president-finance of Capital Research and 
Management Company, Los Angeles, 


MR. CURRY 


Calif. . . . The appointment of John A. 
Beckett as administrative manager of 
Smith, Barney & Co., as well as treasurer 
of Smith Barney & Co. Incorporated, New 
York, was announced recently. . . . Now 
treasurer and chief financial officer of 
MacAndrews & Forbes Co., Camden, 
N. J., is Richard F. Cadwallader. 

Edgar R. Coddington recently became 
controller of Plymouth Rubber Company, 


MR. JURASKA 


Inc., Canton, Mass. . . . Robert B. Curry 
was appointed vice president-group ex- 
ecutive of Remington Rand Division of 
Sperry Rand Corporation, New York. 
.. . W. L. Heinrich is vice president of 
Young Spring & Wire Corp., Beverly 





CHANGING YOUR ADDRESS? 


Notice of change of address for THE CONTROLLER 


should be received in the editorial offices of THE Con- 


TROLLER, Two Park Avenue, New York 16, N. Y., before 


the first of the month to affect the following month’s issue. 


For instance, if you desire the address changed for your 


September issue, we should be notified of your new address 


before August 1. Be sure to include your postal zone as well 


as your old and new address. 
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MR. McCRACKEN 


Hills, Calif... . H. K. Johnson has jOined 
General Industries Company, Elyria, Ohio, 
as treasurer... . The appointment of 
F. P. Juraska as controller of Melville 
Shoe Corporation, New York, was an. 
nounced recently. 

R. Visscher Millar is now controller of 
Universal Moulded Fiberglass Company, 
Bristol, Va... . Robert J. Negri was 
named controller of Diehl Manufacturing 
Company, Somerville, N. J... . Charles 
L. Nielsen was recently elected vice presi- 
dent-finance of Copper Range Co., Bos- 
ton, Mass... . Frank Z. Oles has as- 
sumed the responsibilities of controller of 
Union Memorial Hospital, Baltimore, 
Md. . . . William F. Palmer has joined 
R. T. Vanderbilt Co., Inc., New York as 
controller. 

Paul L. Pease is vice president-adminis- 
tration and control of Wrather Corpora- 
tion, Beverly Hills, Calif. . . . George 
T. Pfifer is vice president and administra- 
tive officer of Universal Match Corpora- 





MR. SIDDALL 


tion, St. Louis, Mo. . . . Henry W. Seizer 
recently became treasurer and controller 
of Reinhard Brothers Company, Minne- 
apolis, Minn. . . . Atkron, Inc., Cuya- 
hoga Falls, Ohio, has appointed William 
Skoda as comptroller. . . . Eugene J. 
Tanner is assistant controller of Chance 
Vought Corporation, Dallas, Texas. . . . 
W. Blake Thompson recently became con- 
troller of Allegheny Airlines, Inc., Wash- 
ington, D. C. 


COMPANY CHANGES .. . 


The Procter & Gamble Company, Cin- 
cinnati, Ohio, announced the following 
changes in management effective July 1: 
K. Y. Siddall will retire after 35 years 
with the company. His responsibilities 
will be assumed by Dean P. Fite who will 
become vice president-corporate affairs. 
C. K. McCracken will assume the new 
title of vice president-finance. Richard S. 
Runnels will become comptroller of the 
company. Mr. Siddall is a past president 
and board chairman of Controllers Insti- 
tute. Mr. McCracken is currently serving 
as an Institute Director. 

Kraft Foods Division of National 
Dairy Products Corporation, Chicago, Ill., 
announced the appointment of Gordon 
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MR. EDWARDS 


Edwards as executive vice president and 
B, J. Keiley as vice president. . . . The 
election of Edward J. Tucker as corporate 
controller and William J. Corbett as treas- 
urerof American Airlines, Inc., New York, 
occurred recently. . . . John E. O'Sullivan 
was elected executive vice president of 
Indian Head Mills, New York. James J. 
Gavin, Jr. was elected vice president and 
treasurer to succeed Mr. O'Sullivan... . 
Noel M. Fillastre was appointed controller 
of Esso Standard Division of Humble Oil 
& Refining Company, New York, suc- 
ceeding Frederick P. Hagaman who will 
retire on October 1. 


PROMOTIONS . . . 


Fred D. Bauce was appointed comptrol- 
let of Elliott Industries, Inc., Cambridge, 
Mass... . . H. L. Broadfoot is now comp- 
troller of the Des Moines, Iowa, plant of 
the Firestone Tire & Rubber Company. 
... The election of J. Joseph Casey as 
controller of Raymond International Inc., 
New York, was announced recently. 

Russell A. Clayton is president of the In- 
ternational Division of Kaiser Aluminum 
& Chemical Corp., Oaklaind, Calif. 

Elgin National Watch Company, Elgin, 
Ill, has elected Harold F. Diegel vice 
president and treasurer... . Max R. 
Dodson is executive vice president of 
Lone Star Steel Company, Dallas, Texas. 

. Edward V. Ecklund recently became 
treasurer of Acme-Hamilton Manufactur- 
ing Corp., New York. . . . Wheel True- 
ing Tool Co., Detroit, Mich., has named 
Everett W. Harrison controller. . . . How- 
ard W. Horne has become controller of 
B. Lowenstein & Bros., Inc., Memphis, 
Tenn. 

Recently named to the newly created 
post of general credit manager of Weyer- 
haeuser Company, Tacoma, Wash., is 
Ken W. Hultgren. Allen U. Hunt is 
now vice president- finance of Top Value 
Enterprises, Inc., Dayton, Ohio. 
George D. Matson has become vice presi- 
dent-finance and treasurer of Dixon 
7 & Research Inc., Bloomfield, 

John McCambridge was recently elected 
Vice president-finance of American Can 
Company, New York. E. W. Raw- 
lings i Is executive vice president for opera- 
tions and finance of General Mills, Inc., 
Minneapolis, Minn. . . . The appointment 
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MR. KEILEY 


MR. FILLASTRE 


of Chester G. Gifford as vice president 
and treasurer of Simoniz Company, Chi- 
cago, Ill., occurred recently. . . . Robert 
W. Tharrington has become assistant gen- 
eral manager of Aero-Space Division, 
Boeing Airplane Co., Seattle, Wash. 

The new comptroller of the National 
Educational Television and Radio Center, 
New York, is Diedrich J. Tietjen. . . . 
A. G. Treadgold was elected treasurer of 
United Carbon Company, Houston, Texas. 

. Duane E. Walton was named as- 
sistant to the president and controller of 
Union Pump Company, Battle Creek, 
Mich. . . . Louis E. Wengert is general 
manager of the Direct Current Motor & 
Generator Department, General Electric 
Company, Erie, Pa. . . . Donald E. Wil- 
lerth is controller of all plants of the 
Crayola Makers, New York. 


EXTRACURRICULAR ACTIVITIES .. . 


George N. Farrand, treasurer, Young 
& Rubicam, Inc., New York, was elected 
a director of the New York State Society 
of CPA’s. . . . Wayne C. Marks, presi- 
dent of General Foods Corporation, White 
Plains, N. Y. was elected a member of the 
Board of Trustees of Pace College, New 
. James R. McCoy, dean of the 


MR. HAGAMAN 


MR. THARRINGTON 


College of Commerce and Administra- 
tion, Ohio State University, was ap- 
pointed to the Ohio Oil Company's Schol- 
arship Committee for a term of three 
years. . . . Robert L. Howard, financial 
vice president and controller, Logan 
Company, Louisville, Ky., was named a 
division vice president of the National 
Association of Credit Management. 

Robert H. Jarrell, comptroller and as- 
sistant secretary, Illinois Institute of Tech- 
nology, Chicago, Ill., has been named 
chairman of the Education Section; Mer- 
cantile, Food and General Services Di- 
vision of the over-all Business Division of 
the American Cancer Society. . . . Wil- 
liam G. Hodupp, president Toledo Home 
Mortgages, Inc., was elected vice presi- 
dent of the Ohio Mortgage Bankers As- 
sociation, a newly formed organization, 
in Columbus. . . . Harley T. Pyles, vice 
president and treasurer, Fairmont Alumi- 
num Company, Fairmont, W. Va., was 
elected president of the Fairmont Rotary 
Club for 1961-62. 


HONORS TO... 
William R. Thomas, vice president-fi- 
nance, Cutter Laboratories, Inc., Berkeley, 
(Continued on page 362) 





preciably increase office efficiency, 


forecasting .. . 
unit . 


There’s no obligation. 


60 East 42nd Street 
New York 17, New York 





A New Dollar Saving Tool For Controllers . . . 


HOW WORK MEASUREMENT INCREASES OFFICE PRODUCTIVITY 


Now office work measurement can work for you as effectively as factory 
work measurement does for the works manager. With special work measure- 
ment techniques developed exclusively for clerical situations, you can ap- 
while eliminating excessive expenses. 

When properly planned and implemented, 
program not only immediately helps reduce unnecessary personnel, 
also gives you accurate answers to such administrative problems as labor 
machine and forms utilization . . 
. . Clerical work schedules .. . 
you a firm basis for a continuing effective and economical office operation. 

Learn how the proven techniques of the Frank M. Knox Company can 
help you to put clerical work measurement procedures to work cutting your 
office expenses. Send for your free copy of Clerical Work Measurement. 


The Frank M. Knox Company, Inc. 
Management Consultants 


a clerical work measurement 
but 


. finding cost-per-work 
and salary evaluation. And, it gives 


1405 East 6th Street 
Cleveland 14, Ohio 
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Complete set—$15.00 
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COST CONTROLS 
factory, clerical or marketing operations 
send for 


BOOKS, FORMS and STUDIES 


by Frederick M. Eisner, C.P.A. 


Charles M. Eisner 


Linda Ave. White Plains, N. Y. 


Refund if not satisfied 








ACCOUNTING EXECUTIVES 
$6,000 to $50,000 


CONTROLLERS, ASST. CONTROLLERS, 
BUDGET DIRECTORS, SYSTEMS and PRO- 
CEDURES—These are but a few of the 
many accounting executives continually in 
demand. 

If you are interested in increased chal- 
lenges, opportunities and income—and your 
record proves your ability in the financial 
and accounting fields, you are cordially 
invited to call or write for a private con- 
fidential discussion of your ambitions— 
without cost or obligation. 


EMPLOYERS 


We stand ready to prove to you why our 
service is recognized as the finest in the 
World. Call or write without obligation. In 
the strictest confidence. 


Mr. D. J. La Flaur 
EXECUTIVE CONSULTANT 
CADILLAC ASSOCIATES, INC. 
WHERE MORE EXECUTIVES FIND 


THEIR POSITIONS THAN ANYWHERE 
ELSE IN THE WORLD. 


29 East Madison Building + Chicago 2, IIl. 
Financial 6-9400 








ngler HOUR METER 


... For Business Machine Economy 


@ Increase Efficiency @ Improve Scheduling 


@ Eliminate Machine Inactivity 


Engler Hour Meters reduce total 
operating or rental cost of tabu- 
lating equipment and_ business 
machines by registering hours of 
actual machine usage. Effectively 
put records on an accurate basis 
and substantially reduce second 
shift payments. Many users have 


ES neler 
_ —— Co. 


250 Culver Avenue, Jersey City, N. J. Phone HEnderson 4-6500 
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Personal Notes (Continued from page 361) 


Calif., and Wilson K. Minor, comptroller, 
Standard Oil Company of California, San 
Francisco, Calif., who were elected presi- 
dent and treasurer, respectively, of the Cal- 
ifornia Business Administration Alumni 
Association. . . . William J. Bates, di- 





MR. GOODWYN MR. 


rector of Methods and Procedures Divi- 
sion, Commercial Department, United 
States Steel Corporation, Pittsburgh, Pa., 
who was elected president of the Interna- 
tional Systems and Procedures Association 
for 1961-62. . . . Harry S. Mann, con- 
troller, Walter Kidde & Company, Inc., 
Belleville, N. J., who was elected presi- 
cent of the Alumni Association of Stevens 


Institute of Technology, Hoboken, N. J. 
ADDED RESPONSIBILITIES .. . 


Harry J. Alverson, Jr. is now treasurer 
and controller of Firth Sterling Inc., 
Pittsburgh, Pa. . . . Isidore Dlugin, con- 
troller of H. Daroff & Sons, Inc., Phila- 
delphia, Pa., is also controller of Botany 
Industries, Inc., New York. . . . The ap- 
pointment of Rudolph Epstein as director 
of the Gruen Watch Company of Canada, 
Limited and election as vice president and 
treasurer was announced recently... . 





already realized large savings. 
Engler Hour Meters are easily in- 
stalled and have been precision 
engineered and ruggedly built for 
years of dependable service. Rea- 
sonably priced. Write for detailed 
bulletin. 








W. Hugh Goodwyn is now treasurer and 
controller of Larus & Brother Company, 
Inc., Richmond, Va. 

Columbus & Southern Ohio Electric 
Co., Columbus, Ohio, has named Arthur 
G. Green as vice president and controller, 


PIERCE MR. TOOLE 


. . . Charles G, Horstman has the respon- 
sibilities of vice president and comptroller 
of Royal Electric Corporation, Pawtucket, 
R. I.; he is also a director of the company. 
. . . Albert L. Letourneau has become 
vice president and comptroller of Amer- 
ican Investment Company of Illinois, St. 
Louis, Mo. . . . George E. Pierce was 
elected vice president and secretary of the 
Buckeye Pipe Line Company, Houston, 
Texas. . . . James F. Toole was recently 
elected vice president and treasurer of 
Sperry Rand Corporation, New York. 


AUTHORS ... 


William C. Flewellen, Jr., newly ap- 
pointed dean of the School of Business 
and Industry at Mississippi State Univer- 
sity, Starkville, Miss., is the author of 
An Analysis of Cost Control Problems of 
Small Manufacturers in Alabama—the 
first research study produced under the 
new program of the Small Business Ad- 
ministration. 


SPEAKERS ... 


Among the speakers at the American 
Management Association Seminar on 
“Profit Planning with Budgetary Control” 
to be held July 10-14 at the Hotel Astor, 
New York, will be Andrew W. Hughes, 
comptroller, Rheem Manufacturing Com- 
pany, New York, and R. Visscher Millar, 


| controller, Universal Moulded Fiberglass 


Co., Bristol, Va. . . . Willis T. Windle, 
vice president and treasurer, Mohasco In- 
dustries, Inc., Amsterdam, N. Y., spoke 
at the AMA Seminar held June 14-16, 
Hotel Astor, on “Corporate Cash Man- 
agement.” 

William G. von Berg, controller, Pfaud- 
ler Permutit Inc., Rochester, N. Y., was 
a speaker on “American Private Invest: 
ment Abroad—Company Case Histories 
at the Government-Industry Conference 
sponsored by the Machinery & Allied 
Products Institute at the Sheraton-Park 
Hotel, Washington, D. C., May 22-23. 
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Business and Politics 


(Continued from page 359) 


they are content to contribute to the party 
of their choice—in some cases to both 
arties—and hope for the best in Wash- 
ington, state capitals and city halls. 


pAST EFFORTS OF BUSINESS 

Some of these measures have, of course, 
been successful, and associations are valu- 
able and necessary, but as far as politics is 
concerned, two things may be said about 
the business effort, such as it is. First, it 
generally has been against things, and 
then only when immediate interests were 
threatened ; second, it has by and large re- 
sulted only in business carrying on a com- 
miserating conversation with itself. 

And what has been the result? Well, 
we hear a great deal about “a favorable 
business climate.” Bat who can doubt that 
while this climate is still fundamentally 
favorable, heavy weather is forecast and 
storm signals are flying? In the industry 
which the writer represents, certainly, this 
is tue. Whereas ten years or so ago we 
had very few problems where public af- 
fairs are concerned, today we are on the 
defensive, beset, under attack. This is 
more or less true with other industries as 
well, 

Nor is this so because of any real 
change in the attitude of Washington of- 
ficials toward free enterprise. On the con- 
trary, it is even possible to say that as the 
oil industry's public position deteriorated, 
people in the several branches of the Fed- 
eral Government came to be more—not 
less—devoted to the free enterprise prin- 
ciple. 

What happened is that the industry it- 
self, by indifference, or carelessness—or 
both—has permitted misconceptions and 
misunderstandings about oil to go un- 
challenged, until today we find that our 
case must be presented very often in the 
face of openly hostile public opinion, or, 
at the very least, without the support or 
the interest of public opinion. 

And public opinion reflects itself—as it 
should—in politics and the political com- 
munity. Therefore, when it is set against 
industry, either by design or because of 
ignorance, we find our political position 
precarious and, as it is today, deteriorat- 
ing. 


THE PROGRAM AT GULF 


So what to do about it? Well, in Gulf’s 
case, the decision was made to undertake 
its own political program. 

The program is designed to close the 
gap that lies between the businessman on 
the one hand and public opinion and the 
political community on the other. It is a 
positive program, based, first, on the solid 
premise that what is good for the com- 
munity is good for the company. And it is 
for things, and not merely against them. 
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Through it we are trying to instruct com- 


pany personnel, shareholders, and others | 


connected with the corporation in the 
matter of their rights and responsibilities 
as fr2e citizens. 

The program is nonpartisan. We urge 
our people to be active—as many are to- 
day—in the party of their choice. But 
more than this—which is not, after all, a 
novel idea—we urge our people to interest 
themselves in civic affairs. The local com- 
munity is the level on which we base our 
operation because that is where public 
Opinion is most important. We urge our 
people to take an interest in local affairs 
on the precinct level, even on the block 
level, and to support local projects that 
are in the public interest. 

The list of these is long and varied. If, 
for example, the citizens of a Texas town 
were faced with a water problem, we 
would want our local Gulf people to lend 
their time and talents in helping to solve 
it. Or it may be the case of one of those 
New England communities attempting to 
rehabilitate itself by bringing in new in- 
dustry to replace units that have moved 
away. Or the development of an area’s 
master plan, a public authority, or any 
other worthy civic enterprise. And cer- 
tainly we want our people to work in 
primary election campaigns for the best 
possible candidates. 

If the case is important enough, we 
make available our employes to devote 
their full time to the civic project in ques- 
tion. The point is that Gulf wants its 
people and their wives to participate vig- 
orously in community affairs. 


THE RECORD OF ACCOMPLISHMENT 


Now what have we accomplished? 
Well, let it be said at the outset that we 
are making haste slowly. This must neces- 
sarily be the case in an organization as 
large and widespread as Gulf. We are try- 
ing not to make mistakes. Nevertheless, 
we have made considerable progress. We 
have regional representatives at work on 
the program in key cities around the na- 
tion, such as Philadelphia, New York, 
Atlanta, Jackson, Houston, Toledo, Los 
Angeles, Denver, New Orleans and else- 
where. Each is charged with the responsi- 
bility of inspiring and supervising the 
activities of company people in his area, 
down to the precinct level. It is their duty 
to help corporate and allied personnel to 
select worthy projects and issues and to 
see that action is taken on them. 

In Philadelphia, for example, a series 
of public affairs conferences is under way. 
At the first of these, Mayor Richardson 
Dilworth lent his presence and prestige 
before 150 Gulf men and their wives and 
explained the city’s problems to them. 
Also on that program were the top men 
of the area’s two principal developmental 
organizations, both of which Gulf people 
are assisting. In Houston, a very active 
Gulf Women’s Club is working on com- 
munity projects. (Turn to next page) 
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EMPLOYMENT ° SERVICES * MISCELLANEOUS 
RATES: $5.00 per inch or fraction thereof each 
insertion. 50¢ each additional line. Payable in 
advance. Allow approximately 40 words to the 
1 column-wide inch including 2 words for box 
number. Closing date 10th of preceding month. 


Address box number replies to 
THE CONTROLLER 
Two Park Avenue, New York 16, N. Y. 
Replies will be forwarded. 





SITUATIONS WANTED 





CONTROLLER-TREASURER 
Financial-Systems Analyst-CPA 
Corporation administrative executive offers 
top-level extensive background functioning 
with management group. Practical experience 
includes organization planning, banking rela- 
tions, acquisitions-mergers, SEC reports; devel- 
oping expansion and cost-expense reduction 
programs, analyzing and interpreting costs, 
budgets, systems and surveys, all taxes. Multi- 
plant process industries, transportation, chain 
stores, securities, real estate, financing enter- 

prises. Box 2431. 


ADMINISTRATIVE EXECUTIVE 
MIT graduate with 15 years’ experience in all 
phases of administrative and internal financial 
functions. Also well oriented in marketing and 
distribution problems. As corporate officer of 
small multiplant manufacturing corporation per- 
formed controller duties, managed accounting 
functions. Installed systems, including IBM 
and standard costs; handled tax and corporate 
matters. Married, age 40. Box 2508. 


CONTROLLER/FINANCIAL EXECUTIVE 
Well-qualified and fully experienced execu- 
tive with 14 years of highly diversified ex- 
perience in all phases of complex corporate 
accounting/controllership and _ finance, is 
seeking an organization that would benefit 
by a vigorous profit improvement program 
developed through comprehensive financial 
planning, including the establishment of 
budgets and budgetary control techniques 
and the construction and integration of a 
total information reporting system utilizing 
financial and statistical reporting programs 
adapted to data-processing applications. Cur- 
rently employed as assistant controller/assist- 
ant treasurer of a major, multiplant, multi- 
corporate listed organization with revenues 
approximating $140 million annually. Mem- 
ber CIA. Will relocate. Resume on request. 
Box 2512. 


CONTROLLER 

ASSISTANT CONTROLLER 

ASSISTANT TREASURER 
CPA, B.A. Six years public accounting; eight 
years industrial, six as controller multiplant 
food organization. Responsible all normal func- 
tions controller position. Will relocate. Age 
39. Resume on request. Box 2515. 


CONTROLLER-TREASURER 
Assistant controller of old, growing $200 million 
manufacturer is seeking top responsibility in 
finance and/or accounting with medium-sized 
company. Experienced administrator for all 
office functions, EDP, acquisitions, planning. 
Member CIA. Age 44. Resume on request. Box 
2516. 





NOTE: THE CONTROLLER reserves the right to ac- 
cept, reject or censor classified copy and takes no re- 
sponsibility for the people contacted through this col- 
umn nor does it guarantee any item bought or sold. 
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And all around the country we find 
Gulf people on civic committees, active in 


| community affairs generally and, inciden- 
| tally, schooling themselves in practical 


politics by taking courses in the subject 
offered by the Chamber of Commerce, 


| the Effective Citizens’ Organization and 
| others. Recently, indeed, a Gulf distribu- 


tor in Williamsport, Pennsylvania, was 
elected to Congress from his state’s 17th 


| District. Some of our people are serving 


as mayors, others as commissioners, city 
committeemen, precinct and county com- 
mitteemen, school board officials—the list 
is long and gratifying. 

Our Washington office, established last 


| year, tries to keep the regional representa- 


tives and, indeed, the entire company, its 


| shareholders, and dealers informed of na- 
| tional trends and gives help where it is 
| needed. Through the pages of company 
| publications we give information on po- 
| litical events and procedures; through 
| newsletters we analyze bills, provide vot- 


ing records, and report political and eco- 
nomic trends. 
We endeavor to educate our people in 


| the field of public affairs with particular 
| respect to their own communities because 
| that is where public opinion begins. 


| DUAL NATURE OF THE PROGRAM 


But our program really is divided by 
two. One is the broad field of public af- 
fairs and community relations; the other 
is the field of hard, practical politics. 
Naturally, we continue to lobby for our 


| corporate interests in Washington, state 
| capitals, and in city halls. The two parts 


of the program, therefore, complement 
each other because, if we improve public 
opinion where our company is concerned, 
we surely will improve political opinion. 

There is no company dictation in the 


| program. A man’s conscience is his own; 
| his beliefs are his own; and he may act 
| on them, or not, as he pleases. We do our 


best to persuade him that such activity is 


| in his own interest, as well as that of the 


corporation ; we cannot force him to such 
a course, nor have we any desire to do so. 
Similarly, if a man’s political opinions 


| happen not to agree with those expressed 
| by the company brass, that, too, is his 
| affair. His willingness to work for what 
| he considers to be the right is respected. 


Critics of our program, and of the busi- 


| ness-in-politics movement, have implied, 
| or stated outright, that it is aimed at labor. 


They have assumed that if business goes 
into politics it necessarily must be against 
coPE and other labor political organiza- 


| tions. The fear has been expressed that 


this will result in big business being ar- 
rayed against big labor. 

It may be that we invited this reaction. 
It is true that we were disturbed, not by 
labor's political action, but by what 
seemed to us to be a disproportionate 
power achieved through this political ac- 


| tion, and we so expressed ourselves. But 


we have come to see that, if politics jg 
everybody’s business—and it is—tabor jg 
simply doing its job. 

George Meany, president of the AFL. 
CIO, has said “I see no harm in power 
if it is power dedicated to human values, 
if it is power dedicated for good—and 
that is what the trade-union movement 
seeks.” 

We find ourselves in agreement with 
Mr. Meany. We seek the same things, 
And if labor can do its job, so can busi- 
ness. Our program is aimed at nobody 
and is not—emphatically not—a program 
of reprisal. If it were, it would be doomed 
before it was started. Even if we wanted 
to—which we do not—we could not de- 
liver votes en bloc. And if we tried to do 
so our 161,000 employes, shareholders, 
and dealers would have every right to 
resent it and to ignore us. 

We welcome labor's participation in 
politics because that is their right and 
their responsibility. Actually, our program 
and those of other corporations should 
bring labor and management into a new 
area of understanding because of political 
activities. This is because it is inevitable, 
in the course of events, that we often will 
find ourselves working side by side for 
the same causes. 


THE CORPORATION’S AIMS 


Now it may be asked: Just what does 
the corporation expect to gain from all 
this? The answer is that the corporation, 
like the individual, has its obligation to 
the community. Our program attempts to 
discharge this obligation. ‘‘The health of 
a democratic society,” wrote Alexis de 
Tocqueville some 130 years ago, “may be 
measured by the quality of functions per- 
formed by its citizens.’” Through our new 
program we try to pay particular attention 
to the quality of such functions. And if, 
by doing this, we demonstrate our good 
citizenship, that certainly cannot be to out 
disadvantage in a political or economic 
sense. 

To sum up, we are carrying out the 
program described because we consider it 
our right and our responsibility to pat- 
ticipate in politics and because we want 


our corporation and its personnel, stock- 


holders, and dealers to discharge theit 
duties as citizens. 

“I know of no safe depository of the 
ultimate powers of society but the people 
themselves,” wrote Thomas Jefferson. The 
late mayor of the city of Chicago, Ed 
Kelly, put it a little differently. “Politics,” 
he said on one occasion, “‘is people.” 

Our corporation is made up of people. 
If they exercise their “ultimate powers’ if 
the public interest we will be more than 
satisfied because, as noted before, what is 
good for the community is bound to be 
good for the company. And they will 
create that favorable public and political 
opinion without which no organization of 
whatever nature can flourish and prospet:| 
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